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PREFACE 


The  rapid  rise  in  college  costs  during  the  1980s  generated  widespread  concern 
about  the  ability  of  many  American  students  and  families  to  afford  higher 
education.  Congress  shared  these  concerns  and  requested  the  Secretary  of 
Education  to  address  various  aspects  of  rising  costs  in  higher  education.  The  seven 
papers  included  in  this  volume  are  among  the  studies  commissioned  by  the 
Department  of  Education  to  examine  this  issue.  These  papers  and  several  other 
studies  informed  the  final  report  to  Congress,  entitled  The  Escalating  Cost  of 
Higher  Education,  released  in  November  of  1990. 

Each  of  the  seven  papers  presented  here  represents  the  independent  work  and 
opinions  of  experts  in  the  field  of  higher  education  finance.  They  do  not 
necessarily  reflect  the  views  of  the  Department  of  Education  or  the  findings 
presented  in  The  Escalating  Cost  of  Higher  Education.  The  Department  of 
Education  specified  the  subjects  addressed  in  these  papers  because  of  their 
relevance  to  higher  education  costs. 

The  seven  papers  are  as  follows: 

•  The  Ability  to- Afford  Higher  Education:  Past.  Present  and  Future  describes 
trends  in  affordability  for  different  types  of  students  and  families.  Among  the 
analyses  included  in  the  paper  are  the  effects  of  student  aid  on  educational 
attainment,  comparisons  of  price  changes  to  changes  in  students^  and  families' 
abilities  to  pay  for  higher  education,  demographic  trends  in  higher  education 
enrollments,  alternative  forecasts  of  tuition  and  income  levels  for  the  future,  and 
an  assessment  of  policies  that  might  preserve  or  improve  the  affordability  of 
higher  education. 

•  Understanding  the  "Quality"  Issue  in  U.S.  Higher  Education  examines  measures 
of  educational  output  (including  financial  and  other  measures),  analyzes 
expenditure  patterns,  and  suggests  Federal  policy  options  and  institutional 
strategies  to  improve  quality  at  U.S.  colleges  and  universities. 

•  The  Market  for  Higher  Education:  An  Economic  Analysis  characterizes  the 
higher  education  market  as  segmented  due  to  differences  among  institutions,  the 
students  they  serve,  the  services  they  provide,  and  the  resources  available  to 
them.  Separating  institutions  into  groups  according  to  selectivity,  the  authors 
provide  analyses  of  supply  and  demand  for  different  segments  of  the  higher 
education  market. 
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•  Faculty  Utilization  focuses  on  the  compensation,  activities,  productivity,  and 
attitudes  of  the  faculty  of  U.S.  colleges  and  universities.  The  paper  also 
addresses  current  and  projected  demand  for  faculty. 

•  Issues  in  Public  Higher  Education  profiles  state-supported  higher  education 
institutions,  with  emphasis  on  state  financing  of  higher  education  and, 
particularly,  determinants  of  tuition  levels.  Also  included  are  sections  on  the 
history  of  these  institutions,  student  characteristics,  and  enrollment  patterns. 

•  Expensive  Private  Institutions  focuses  on  those  institutions  charging  tuition  and 
fees  of  $10,000  or  more  in  1988.  It  profiles  characteristics  of  these  schools  and 
includes  data  on  enrollment  composition,  financial  aid,  and  student  outcomes. 

•  Tuition  and  Expenditures  in  Higher  Education:  An  Econometric  Model  addresses 
the  chicken-and-egg  question  of  whether  higher  education  institutions  raise 
tuitions  to  cover  their  expenses,  or  whether  revenue  generated  from  tuition- 
increases  fuels  expenditure  growth.  This  paper  explains  the  methodology  and 
findings  of  a  simultaneoxis  equations  model  developed  to  probe  this  question. 
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TKE  ABILITY  TO  AFFORD  fflGHER  EDUCATION: 
PAST,  PRESENT  AND  FUTURE 


Introduction 

The  purposes  of  this  paper  are  (1)  to  examine  trends  over  time  in  the  capacity  of 
students  and  their  families  to  pay  for  higher  education,  (2)  to  present  alternative  forecasts  of 
future  trends  in  the  "affordability"  of  higher  education,  and  (3)  to  assess  poUcies  that  might  help 
to  preserve  or  improve  the  affordability  of  higher  education. 

"Affordability"  is  a  more  subtle  notion  than  may  at  first  appear.  There  are  important 
differences  between  being  able  to  afford  the  "cheapest"  postsecondary  option  available  (which  is 
usually  a  community  college  within  commuting  distance);  the  most  expensive  option  (typically  an 
elite  private  institution);  or  some  alternative  in  between  (such  as  attendance  at  a  state  university 
on  a  resident  basis).  The  actual  price  a  student  must  pay  for  a  particular  enrollment  option  will 
also  depend  on  the  student's  ability  to  obtain  financial  aid  from  a  government,  the  school,  or 
some  other  source. 

Even  when  a  particular  enroUment  option  with  r.  well  defined  price  is  settled  on,  there 
can  be  different  views  on  what  it  means  for  a  student  or  her  family  to  be  able  to  "afford"  it. 
One  concept  would  emphasize  the  amount  of  cash  income  the  family  has  available,  viewing  the 
education  as  needing  to  be  financed  out  of  current  income.  A  longer  temporal  perspective  would 
allow  for  the  possibility  of  families  improving  the  affordability  of  college  either  by  saving  in 
advance  or  by  borrowing  to  spread  the  costs  into  the  future.    The  increasing  importance  of  loan 
finance  in  postsecondary  education  complicates  the  treatment  of  "affordability"  considerably. 

Finally,  what  a  particular  student  can  afford  will  depend  on  whether  or  not  we  consider 
the  resources  of  the  student's  parents  in  judging  ability  to  pay.  The  traditional  view  in  the  U.  S. 
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(unlike  some  European  countries)  is  that  parents  should  be  expected  to  pay  for  their  children's 
education  at  least  in  the  years  immediately  after  high  school  (Johnstone,  1986).  But  this  notion 
of  parental  responsibility  does  not  extend  readily  to  the  increasing  fraction  of  adult  students  who 
are  no  longer  considered  "dependent"  on  their  parents.  This  paper  will  adhere  to  the  standard 
assumption  in  the  U.  S.  that  parents  are  assumed  to  have  a  responsibility  to  contribute  to  the 
costs  of  the  education  of  their  children  of  traditional  college  age. 

A  major  part  of  the  paper  draws  on  a  variety  of  data  sources  to  assemble  a  picture  of 
national  trends  in  higher  education  prices  and  the  means  available  to  families  for  meeting  those 
prices.  In  describing  price  trends,  we  disaggregate  the  data  according  to  institutional  type  and 
public  vs.  private  control.  In  particular  we  try  to  keep  track  of  variation  over  time  in  the  prices 
of  options  that  might  be  thought  to  correspond  to  the  different  notions  of  an  affordable  college 
discussed  above.  We  will  thus  try  to  track  price  trends  for  a  least  costly  alternative,  for  a  typical 
year  in  residence  at  a  state  university  and  for  a  typical  or  average  private  college  or  university. 

In  presenting  simulations  of  future  college  prices,  student  aid,  and  family  income,  we 

emphasize  the  multiple  intsrdependencies  among  the  variables  to  be  forecast.  Inflation  plainly 

affects  both  family  income  and  college  costs;  trends  in  economic  growth  affect  family  income  as 

well  as  the  ability  and  willingness  of  governments  to  subsidize  higher  education.  Trends  in 

institutional  costs,  non-tuition  educational  revenues,  and  student  aid  from  Federal  and  other 

sources  all  affect  trends  in  futui'e  net  prices.  We  have  developed  simple  models  elucidating  these 

relationships  which  help  us  to  identify  the  crucial  variables  that  are  likely  to  influence  the  future 

affordability  of  college.  Assuming  that  policies  to  affect  the  growth  of  family  income  are  beyond 

the  scope  of  this  paper,  three  kinds  of  policies  are  relevant  to  future  affordability  of  college: 

1.        Policies  that  affect  the  future  course  of  resource  costs  of  colleges,  either  by 

making  colleges  more  cost-effective  or  by  reducing  the  range  or  quality  of  sen'ices 
they  offer; 


2.  Policies  that  affect  the  relative  cost  of  public  and  private  higher  education;  and 

3.  Policies  that  affect  the  sharing  of  college  costs  among  families,  governments,  and 
private  charitable  support. 

Each  alternative  has  costs,  benefits,  and  distributional  consequences  which  we  discuss. 

Trends  in  Affordabilitv 
Our  discussion  focuses  on  the  post-1974  period,  during  which  Federal  student  aid  policy 
became  a  major  factor  in  influencing  affordability  for  various  categories  of  students  and 
institutions.  It  is,  however,  worth  taking  a  moment  to  summarize  longer  run  trends  in  costs  of 
attending  college,  to  put  the  discussion  of  more  recent  developments  in  a  suitable  context, 

Egure  1  provides  a  convenient  summary  of  how  the  costs  of  college  have  been  shared 
among  various  payers  over  the  last  sixty  years.  Over  the  long  run,  there  has  in  fact  been  a  fairly 
substantial  shift  in  the  financing  role  of  different  groups.  Today  families  pay  about  a  third  of  the 
total  instructional  and  living  costs  of  students,  state  governments  pick  up  about  another  third- 
largely  through  operating  subsidies  at  public  institutions-and  the  Federal  government  and  private 
philanthropy  share  the  remaining  third  about  equally. 

In  the  1930*s,  families  paid  two-thirds  of  total  instructional  and  living  costs.  The  declining 
share  of  costs  paid  by  families  has  been  matched  by  a  growing  share  of  government  support. 
The  states'  share  grew  into  the  1970's  with  the  expanding  role  of  state-run  institutions,  whose 
enrollment  share  has  gone  from  around  50  percent  in  the  1930's  to  over  75  percent  today. 
Meanwhile,  the  Federal  government  has  paid  a  growing  share  of  the  tuition  bill  through 
expanding  student  assistance  programs,  beginning  with  the  GI  Bill  after  World  War  Tl  and 
continuing  through  the  development  of  the  Guaranteed  Student  Loan  (GSL),  Campus-Based,  and 
Pell  programs  in  the  1960's  and  1970's. 


Over  the  last  fifty  years,  the  instructional  costs  of  colleges  and  universities  have  grown  at 
between  2  and  2^  percentage  points  per  year  in  real  terms-  a  pace  that  has  roughly  matched 
growth  in  family  incomes.  However,  for  much  of  the  period,  the  charges  facing  students  have 
grown  less  rapidly  than  incomes  (though  faster  than  inflation)  because  governments  have  picked 
up  a  growing  share  of  the  total  bill.  This  shifting  of  burdens-  through  expansion  of  both  public 
higher  education  and  Federal  student  aid-has  certainly  increased  the  affordability  of  college 
substantially  over  the  last  fifty  years  for  a  wide  segment  of  the  American  population.  This  shift 
in  financing  has  plainly  contributed  to  the  change  in  our  conception  of  higher  education  from 
that  of  a  luxury  available  only  to  elites  to  a  normal  part  of  the  experience  of  qualified  young 
adults  from  all  segments  of  society.  Thus,  enrollment  rates  per  100  persons  aged  18  to  24  have 
risen  from  18  percent  in  the  mid-1950's  to  36  percent  at  the  end  of  the  1970*s  and  around  40 
percent  currentiy. 

The  long  run  tendency  for  the  financing  burden  to  shift  from  families  to  governments 
reversed  itself  rather  abruptiy  at  the  end  of  the  1970*s.  On  one  hand,  the  shares  of  enrollment 
in  public  and  private  higher  education  stabilized  in  the  early  1970's,  tending  to  cap  the  state 
government  share.  At  just  about  the  time  this  source  of  expanded  government  funding  was 
reaching  its  limits,  a  major  expansion  in  the  Federal  effort  appeared,  with  the  introduction  of 
Pell  and  a  major  expansion  of  the  Guaranteed  Student  Loan  program.  This  effort  (along  with  a 
substantial  influx  of  revenues  from  the  Vietnam  era  GI  Bill)  carried  the  momentum  of  expanded 
government  funding  of  college  costs  forward  through  the  1970's.  But  then  the  pattern  of  strong 
growth  in  real  Federal  spending  on  student  aid  came  to  an  abrupt  halt  at  the  beginning  of  the 
Reagan  administration.  With  a  very  sharp  reduction  in  the  real  growth  of  the  Department  of 
Education's  student  aid  programs  and  the  virtual  elimination  of  both  GI  Bill  support  and  Social 
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Security  payments  to  children  of  social  security  recipients,  the  Federal  share  of  instructional  costs 
dropped  from  21  percent  in  1979  to  15  percent  in  1984,  and  has  been  roughly  stable  since  then,^ 

With  this  broad  background  in  mind,  we  turn  to  a  more  detailed  discussion  of 
affordability  trends  in  the  "student  aid  era",  which  we  might  date  from  the  passage  of  the  Higher 
Education  Act  in  1965.  Since  public  and  private  enrollment  shares  have  been  fairly  stable  over 
this  period,  it  is  really  changes  in  Federal  student  aid  policies  and  spending  levels  that  have  had 
the  most  visible  impact  on  financing  patterns  in  this  period.  Table  1  shows  the  overall 
magnitudes  of  Federal  and  other  forms  of  student  aid,  expressed  in  constant  dollars,  for  selected 
years  since  1963.  The  overall  change  from  the  1970's  to  the  1980*s  is  dominated  by  so-called 
"specially  directed  aid",  funds  provided  to  veterans  and  to  children  of  social  security  recipients 
attending  college.  Although  it  makes  sense  tc  label  each  of  these  programs  "student  aid",  since 
awards  are  contingent  on  college  attendance,  neither  was  designed  principally  with  higher 
education  in  mind,  and  neither  fits  the  model  of  need-based  student  aid.  Both  programs  were 
very  large  in  the  mid-1970's,  and  have  dwindled  to  almost  nothing  in  the  1980's.^ 

When  these  programs  are  put  aside,  the  "generally  available"  student  aid  programs 
administered  by  the  Office  (later  Department)  of  Education  predominate.  The  so-called 
"Campus-Based"  programs  (National  Defense  [later  Direct]  Student  Loans  [later  Perkins], 
College-Work  Study,  and  Supplemental  Educational  Opportunity  Grants)  have  not  grown  much 
since  their  inception  in  the  mid-1960's,  with  the  result  that  the  Guaranteed  Student  (later 


^Supporting  documentation  for  this  historical  summary  is  provided  in  McPherson  and  Skinner 
(1986). 

TTie  social  security  benefit  to  college  students  was  phased  out  beginning  in  1982;  the 
reduction  in  GI  Bill  spending  results  both  from  changes  in  the  program  and  from  reductions  in 
numbers  of  young  veterans  follovs'ing  the  end  of  the  Vietnam  war. 
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Stafford)  Loan  Program  and  the  Basic  Educational  Opportunity  (later  Pell)  Grant  program  have 
gradually  become  the  main  sources  of  Federal  student  aid. 

The  period  1965-85  can  in  fact  be  usefully  divided  into  three  subperiods*  From  1965  to 
1973,  a  fairly  modest  total  of  Federal  ''generally  available**  aid  was  divided  between  GSL  and  the 
Campus-Based  programs.  From  1973-1980,  the  Federal  aid  budget  grew  rapidly,  with 
expenditures  on  Pell  roughly  keeping  pace  with  growing  numbers  of  dollars  lent  through  GSL. 
From  1980  through  about  1984,  GSL  growth  continued  to  be  substantial,  while  real  growth 
essentially  stopped  in  the  Pell  grant  and  the  Campus-Based  programs.  In  1979,  new  guaranteed 
loans  represented  about  49  percent  of  the  total  volume  of  generally  available  Federal  student  aid; 
in  1985  they  were  about  62  percent.^  Since  1985,  there  has  been  modest  real  growth  in  both  Pell 
and  GSL. 

Student  aid  from  state  governments  and  from  institutions  themselves  adds  significantly  to 
the  funds  provided  to  families  to  subsidize  tuitions.  (The  most  significant  contribution  states 
make  to  helping  families  cover  the  costs  of  higher  education  is  not  through  this  student  aid,  but 
through  direct  operating  subsidies  to  state-run  colleges  and  universities.)  The  College  Board  data 
indicate  that  these  sources  of  financial  support  have  also  fluctuated  over  this  period.  Both  state 
and  institutional  grants  grew  substantially  from  the  1960's  to  the  1970's.    From  the  niid-1970's 
on,  state  programs  have  grown  only  a  little  more  rapidly  than  inflation,  while  institution-based 
aid,  after  holding  steady  in  the  1970's,  has  grown  quite  rapidly  in  the  1980's.  The  bulk  of  this 
institution-based  aid  is  awarded  by  private  institutions,  with  much  of  it  taking  the  form  of  tuition 
discounts. 


^The  shift  toward  loans  is  more  dramatic  when  social  security  and  the  GI  Bill  are  included. 
In  1979,  new  guaranteed  loans  were  about  34%  of  total  federal  aid,  compared  to  57%  in  1985. 
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This  changing  mix  and  level  of  Federal  and  other  forms  of  student  aid  must  be  seen 
against  a  background  of  changing  tuition  prices  in  higher  education.  Figure  2  shows  the  course 
of  public  and  private  tuition  charges  from  1963  to  1985.  Here  again  three  rough  periods  suggest 
themselves:  from  1963  to  the  early  1970's  tuitions  rose  relative  to  the  price  level,  at  a  fairly 
modest  rate;  from  the  early  1970's  until  around  1980  they  fell  behind  the  rapid  inflation  of  those 
years,  and  from  1980  to  the  present  they  have  been  rising  rapidly  compared  to  inflation, 
especially  in  private  higher  education.  The  fact  that  tuitions  and  Federal  student  aid  levels  have 
not  tended  to  move  parallel  to  one  another  over  these  twenty  years  (with  aid  levels  rising  most 
rapidly  in  periods  when  tuition  has  been  rising  slowly)  complicates  the  task  of  sorting  out  the 
forces  at  work  in  determining  "affordability"  as  well  as  in  detecting  enrollment  effects  of  aid  in 
the  data,  since  it  is  hard  to  distinguish  the  effects  of  lower  tuition  from  the  effects  of  higher  aid 
and  conversely/ 

These  aggregate  data  mask  a  good  deal  of  variation  in  cost  variation  and  aid  availability 
at  different  types  of  institutions  and  for  different  socio-economic  groups  of  students.  A  more 
detailed  picture  of  trends  in  the  level  and  distribution  of  generally  available  aid  can  be  derived 
from  the  American  Freshman  Survey.  Aftei  1974,  the  managers  of  the  American  Freshman 
Survey  began  to  include  a  series  of  detailed  questions  on  the  sources  and  amounts  of  financial 
assistance  received  by  surveyed  freshmen.  These  responses  provide  a  fairly  complete  picture  for 
freshmen  of  their  own  perceptions  of  how  their  education  is  being  financed.  It  is  necessary  to  be 
cautious  about  interpreting  these  numbers,  since  students  may  be  unclear  not  only  about  the 
amount  but  especially  about  the  form  (grant  vs.  loan)  and  source  (Federal  government  vs.  state 


^McPherson  and  Schapiro,  forthcoming. 
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government  vs.  institution)  of  the  aid  they  receive/  Despite  these  limitations,  however,  the 
.^erican  Freshman  data,  which  are  xised  extensively  below,  provide  a  helpful  baseline  for  years 
after  1974  which  does  not  exist  for  earlier  years,  and  which  is  not  available  from  other  sources  of 
data. 

The  tables  and  figures  that  follow  focus  on  a  limited  subgroup  of  American 
undergraduates:  young  ^:2gcs  18-24),  full  time  freshmen  in  residence  at  traditional  t^^o  year  and 
four  year  colleges.  This  is  the  population  that  is  most  reliably  sampled  in  the  survey,  and  it 
provides  a  fairly  well  defined  universe  for  comparisons  over  time.*  Still,  a  great  many  students 
are  outside  this  "traditional"  category,  either  because  they  are  older  or  part  time,  because  they 
attend  non-traditional  institutions,  or  because  they  commute.  Note  that  all  data  are  reported  in 
dollars  of  constant  1978  value,  relying  on  the  CPI  as  price  index.  Income  classifications  are  also 
based  on  dollars  of  constant  1978  value.  (Since  prices  very  nearly  doubled  between  1978  and 
1989-the  increase  in  the  CPI  was  96  percent-roughly  doubling  the  numbers  discussed  below 
would  convert  them  to  current  values.) 

Figure  3  summarizes  trends  in  Federal  grant  and  loan  awards  received  by  full  time 
freshmen  in  public  and  private  institutions.  (Notice  that  the  reported  numbers  are  averages  over 


^e  survey  is  also  forced  to  rely  on  self-reported  family  incomes.  This  survey  is 
administered  by  institutions  that  elect  to  participate,  and  the  setting  in  which  it  is  administered 
may  vary  among  institutions.  The  sample  of  institutions  is  therefore  self-selected  rather  than 
random  (institutions  are  only  included  in  the  sample  if  they  survey  a  large  fraction  of  their 
freshmen),  and  underrepresents  two  year  colleges  substantially.  Note  also  that  we  focus  on  data 
for  full-time  resident  students,  who  are  more  representative  of  public  four-year  and  private 
institution  populations  than  of  public  two-year  institutions.  Proprietary  institutions,  mostly 
vocational/technical  institutions,  are  not  included. 

^e  specially  directed  aid  programs  (principally  GI  Bill  and  Social  Security)  do  not  appear 
importantly  in  these  data,  apparently  for  two  reasons.  First,  much  of  this  money  probably  went 
to  students  outside  the  subsample  reported  here,  which  is  limited  to  first-time,  full-time  freshman 
resident  dependent  students  ages  24  and  below.  Second,  many  students  who  were  recipients  of 
either  Social  Securitj'  survivor  benefits  or  of  GI  Bill  assistance  may  not  have  reponed  it  as 
student  aid. 
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Figure  3.    Federal  grants  and  loons  per  student 
Panel  A.    Public  institutions    (1978  dollars) 


1984 


O  rfedgrant     □  rf  edioan 


800  T 


Figure  3.    Federal  grants  and  loans  per  student 
Panel  B.    Private  institutions    (1978  dollars) 
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aU  freshmen,  including  both  recipients  and  non-recipients  of  aid.)  What  stands  out  is  the 
increase  in  per  student  borrowing  and  the  decrease  in  the  real  value  of  grants  per  student  in  the 
1980's.  It  should  be  noted  that  the  decrease  in  grants  per  student  is  larger  among  this  group  of 
young  full  time  freshmen  at  traditional  institutions  than  it  would  be  among  a  more  broadly 
defined  group,  since  an  increasing  percentage  of  Federal  grant  money  is  going  to  older  and  part 
time  students,  as  well  as  to  students  at  "non-traditional",  proprietary  postsccondary  institutions. 

Subdividing  the  data  among  groups  of  students  according  to  their  (real)  family  income 
aUows  us  to  trace  changes  over  time  in  affordabUity  of  colleges  by  income.  The  distribution  of 
Federal  aid  among  income  classes  of  students  has  by  no  means  been  constant  over  time. 
Figure  4  shows  in  three  panels  the  experience  of  students  with  the  lowest  incomes  ($0-10,000  in 
1978  doUais),  of  middle  income  students  ($20-30,000)  and  affluent  students  ($50,000  and  above) 
over  the  period  1974-1984.  One  sees  the  substantial  effects  of  the  Middle  Income  Student 
Assistance  Act  of  1978  in  increasing  the  grant  and  loan  money  available  to  middle-  and  highest- 
income  students  -  effects  which  have  been  gradually  reversed  in  the  1980's,  as  weU  as  the  very 
substantial  real  contraction  in  Federal  grant  money  for  the  lowest  income  students  in  the  1980's. 

Student  opportunities  throughout  this  period  were  affected  not  only  by  changes  in 
Federal  student  aid  policies  but  by  changes  in  schools'  tuition  charges  and  in  aid  available  from 
non-Federal  sources  as  well.  The  significance  of  non-Federal  aid  is  shown  in  Figure  5,  which 
graphs  the  amounts  of  non-Federal  grant  aid  the  lowest  income  students  reported  receiving  in 
every  year.  The  main  source  of  these  funds  is  the  institutions  themselves,  and  it  is  not  surprising 
that  the  amounts  vary  by  institutional  control,  being  especially  important  at  private  universities. 
Moreover,  it  is  not  only  low  income  students  who  benefit  from  non-Federal  grant  aid.  Figure  6 
shows  the  distribution  of  such  aid  among  income  classes  at  private  universities.  At  these 
institutions,  students  with  incomes  between  S  10.000  and  S20.000  dollars  receive  almost  as  much 
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Figure  4.    Real  federal  financial  aid 
Panel  A         Grants  to  lowest  income  students 
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Figure  4.    Real  federal  financial  aid 
Panel  A  (2).    Loans  to  lowest  inconne  students 


1974     1975     1976     1977  1978 
For  Each  control:    0  private  '  •  'a^public 


1979 
year 

14 


1980      1981      1982     1985  1984 


r 
f 
e 
d 

g 

r 
a 
n 

t 


1200 


Figure  4-.    Red  federal  financial  aid 
Panel  B  (1).    Grants  to  middle  income  students 
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Figure  4.    Real  federal  financial  aid 
Panel  B  (2).    Loons  to  middle  income  students 
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Figure  4.    Real  federal  financial  aid 
Panel  C  (1).    Grants  to  highest  income  students 
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Figure  5.    Non-federal  grant  aid  (1978  dollars) 
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Figure  6'.    Non-federal  grant  aid  by  income  class 

Private  universities 

1700 1  ^- 


Ot  '  1  ■  1  ■  1  '  1  '  1     ■  1  ■  1  ■  1  ■  1  '  

1974     1975     1976     1977     1978     1979     1980      1981      1982     1983  1984 


year 

For  Each  income:    0  $10,00     o  $10-20     x  $20-30     +  $30-50     A  >$50K 


18 

32 


non 


Federal  grant  aid  per  student  as  the  lowest  income  group.  It  is  also  clear  that  the  amount 
of  non-Federal  aid  going  to  more  affluent  students  (partly  in  the  form  of  merit  grants)  has  been 

rising  in  recent  years. 

Although  no  summary  measure  can  be  fully  adequate,  it  is  helpful  to  boil  down  the 
changes  in  tuition  and  in  various  forms  of  aid  to  a  manageable  index.  One  way  of  doing  this  is 
to  estimate  the  subsidy  value  of  the  aid  received  by  a  particular  subclass  of  students,  recognizing 
that  the  subsidy  value  of  a  loan  is  less  than  that  of  a  grant.  Per  student  subsidies,  combining  all 
sources  of  aid,  and  putting  the  subsidy  value  of  a  Federal  loan  at  half  the  amount  lent,  are  reUed 
on  below.'  These  numbers  can  be  combined  with  estimates  of  the  cost  of  attendance  (including 
books  and  room  and  board  as  weU  as  tuition)  to  come  up  with  an  estimate  of  the  net  cost  of 
attending  coUegc.«  Figure  7  reports  these  net  cost  Ogures  for  students  of  different  income  levels 

at  public  and  private  institutions. 

Figure  7  shows  that  for  students  at  both  public  and  private  institutions,  and  at  aU  income 
levels,  net  costs  for  the  1970's  and  1980's  have  followed  a  similar  U-shaped  pattern.  Costs  in 
general  feU  for  all  groups  of  students  in  the  latter  part  of  the  I970's  and  rose  in  the  1980's,  and 
in  many  cases,  the  dollar  amounts  of  cost  change  for  different  groups  have  been  roughly  similar. 
One  way  of  putting  this  is  to  say  that  the  overall  student  aid  system  does  not  succeed  in 
insulating  needier  students  from  changes  in  the  costs  of  college  that  affect  more  affluent 
students. 


'  The  estimate  that  the  subsidy  value  of  loans  is  half  the  face  value  is  roughly  consistent  with 
findings  reported  by  Bosworth  et_al  (1987)  and  Hauptman  (1985). 

^The  net  cost  figure  described  here  is  slightly  different  from  the  conception  of  net  cost  used 
in  the  projections  below,  since  the  version  used  later  does  not  irclude  an  estimate  of  the  costs  of 


books. 
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Still,  some  significant  differences  in  the  experience  of  different  groups  are  worth  noting. 
First,  even  when  the  dollar  amounts  of  cost  change  are  similar  for  students  at  different  income 
levels,  percentage  changes  in  costs  sometimes  differ.  Thus,  for  public  institutions  as  a  whole  the 
percentage  difference  in  net  costs  for  the  lowest  income  student  group  in  the  T>est"  year  (1979) 
and  the  "worst"  year  (1984)  was  33  percent,  while  for  the  highest  income  group,  the  best/worst 
comparison  (1979/1984)  yields  a  percentage  difference  of  just  19  percent  For  private 
institutions,  the  picture  is  somewhat  different.  As  net  prices  at  private  institutions  fell  from  1974 
to  1980,  the  percentage  drop  for  the  lowest  income  students  was  just  over  30  percent,  while  for 
the  most  affluent  students  the  drop  from  1974  to  their  best  year  (1979)  was  just  11  percent 
However,  as  net  prices  have  risen  in  the  1980*s,  the  lowest  income  students  have  seen  prices  rise 
by  42  percent,  while  the  most  affluent  students  have  experienced  exactly  the  same  42  percent 
increase. 

These  figures  also  imply  that  there  have  been  some  significant  changes  in  relative  prices 
of  different  institution  types  over  time.  For  the  lowest  income  students  ($0-10,000  in  1978 
dollars),  the  ratio  of  private  institution  to  public  four  year  institution  net  prices  has  actually 
fallen  from  1974  to  1984  (from  1.75  to  1.52),  mainly  because  of  the  importance  of  institution- 
based  aid  in  private  schools.  On  the  other  hand,  for  both  the  highest  income  students  (above 
$50,000)  and  for  the  "upper-middle"  income  group  ($30-50,000)  the  ratio  of  private  to  public  price 
rose-from  1.67  to  2.01  for  the  top  group  and  from  1.61  to  1.85  for  the  "upper-middle"  group. 
This  picture  of  private  colleges  becoming  relatively  more  accessible  to  the  very  lowest  income 
students  and  relatively  less  accessible  to  the  more  affluent  has  come  in  for  considerable 
discussion  as  a  possible  threat  to  the  representation  of  middle-income  students  in  private 
institutions.  We  return  to  this  issue  in  discussing  projections  and  policies  below. 
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The  American  Freshman  dau  set  permits  us  to  examine  trends  in  cost  and  aid  over  time 
for  several  demographic  subgroups  and  institutional  classifications.  Appendix  A  presents  a 
number  of  tables  that  permit  readers  to  examine  these  relationships  from  a  variety  of 
perspectives.  Here,  we  wiU  limit  ourselves  to  summarizing  some  of  the  principal  conclusions  that 
foUow  from  this  more  disaggregated  look  at  the  data.  In  general,  gender  differences  in  cost  and 
aid  trends  do  not  seem  to  be  important.  Some  significant  racial  differences  appear  to  be  present, 
but  data  problems  force  us  to  be  cautious  in  interpreting  them.' 

The  most  importam  point  to  note  is  that  the  "U-shape"  described  above  is  evidem  for 
every  population  subgroup  we  have  examined.  That  is,  when  data  are  cross-classified  by  gender, 
race,  income,  control  and  type  of  institution,  a  pattern  of  costs  falling  through  the  1970's  and 
rising  in  the  1980's  is  consistently  evident 

We  discover  more  variation  in  experience  across  types  of  institutions  when  we  compare 
costs  in  real  terms  in  the  early  1970's  to  costs  in  the  1980's.  At  public  four  year  coUeges  and 
universities,  real  costs  for  high  income  white  students  were  about  the  same  in  the  mid-1970's  as 
in  the  1980's-the  two  ends  of  the  "IT  are  about  the  same  height  High  income  blacks  faced  just 
slightly  lower  prices  at  these  institutions  in  the  1980's  than  in  the  1970's.  For  low  income 
students  at  these  institutions,  costs  in  the  mid-1980's  were  also  very  slightly  lower  than  in  the 
1970's. 


'We  concemrate  in  the  text  and  appendix  on  data  for  blacks  and  whites,  smce  the  other 
racial  category  is  too  misceUaneous  in  composition  to  be  meaningful.  Further,  smaU  cell  sizes  for 
some  of  the  minority  racial  categories,  particularly  at  higher  mcomes,  make  interpretation 
hazardous.  Finally,  some  of  the  income  bands  we  are  working  with  are  fairly  broad  and  it  is 
likelv  that  within  any  such  band,  blacks  have  on  average  lower  income  and  wealth  *an  their 
white  counterparts.  The  data  seem  to  suggest  that  in  a  variety  of  cases  blacks  race  lower  net 
costs  than  whites,  but  this  finding  may  be  at  least  in  part  an  artifact  of  this  problem  with  income 
classifications. 
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For  private  four  year  colleges  and  universities,  costs  facing  the  highest  income  students 
were  significantly  greater  in  the  1980's  than  in  the  mid-1970s:  the  real  increase  over  the  1974-84 
period  is  more  than  25  percent.  Student  aid,  however,  largely  offset  this  increase  for  students  at 
lower  income  levels.  At  private  four  year  institutions,  net  costs  were  essentially  the  same  in  the 
1980's  as  in  the  mid-1970's  for  both  the  lowest  income  group  and  for  students  from  families  of 
moderate  income. 

For  whites  at  public  two  year  colleges,  all  income  groups  faced  higher  real  net  costs  in 
the  1980's  than  at  any  earlier  point  in  our  data  series.  For  blacks,  however,  students  from  the 
lowest  income  families  appear  to  do  somewhat  better  in  the  1980's  than  they  had  earlier. 

What  do  these  various  findings  imply  for  "affordability"  in  the  first  half  of  the  1980's 
compared  to  earlier  periods?  Hrst,  the  increase  in  real  net  costs  facing  low  income  whites  at 
community  colleges  is  a  significant  development  Although  these  schools  remain  the  cheapest 
alternative  for  low  mcome  students,  it  is  also  true  that  they  enroll,  on  average,  many  more 
disadvantaged  students,  for  whom  even  a  moderate  increase  in  real  costs  may  imply  real  problems 
of  access. 

A  different  sort  of  affordability  problem  may  be  implied  by  the  rise  in  real  costs  at  private 
institutions  for  families  earning  more  than  $20,000  (in  1978  doUars-about  $38,000  in  1989 
dollars).  For  families  in  the  $20-30,000  bracket  this  increase  is  moderate-about  10  percent  over 
ten  years;  but  for  families  earning  more  than  $30,000  in  1978  dollars  ($57,000  in  1989  dollars)  the 
increase  is  more  substantial— on  the  order  of  25  percent  or  more.  Many  of  these  families, 
although  relatively  affluent  compared  to  the  population  as  a  whole,  would  still  be  classified  as 
"middle  class".  While  it  could  not  be  said  that  this  increase  has  damaged  this  group's  access  to 
coUege-since  costs  facing  these  families  remain  moderate  at  public  institutions,  there  may  well  be 
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an  impact  on  "choice".  This  increase,  in  fact,  may  weU  be  related  to  the  worries  about  "middle 
class  enrollment  melt"  at  private  institutions  noted  above. 

Fnrnllment  Patterns  Over  Time 
Data  on  trends  in  enroUment  may  also  shed  Ught  on  trends  in  affordabflity.  Certainly 
aver  the  very  long  run  from  the  i930's  to  the  present,  the  remarkable  increase  in  participation 
rates  and  broadening  of  the  range  of  social  groups  represented  in  higher  education  is  testimony 
to  gains  in  affordability  that  accompanied  the  expansion  of  public  higher  education  and  increased 
Federal  aid. 

In  examining  the  more  recent  era,  it  is  useful  to  divide  the  historical  data  on  enrollment 
effects  of  student  aid  into  three  periods:  that  before  1974,  preceding  the  introduction  of  the  Basic 
Grants  program;  that  from  1974-1980,  when  Federal  funding  for  student  aid  grew  sharply  in  real 
terms;  and  that  following  1980,  when  Federal  student  aid  funding  fiist  fafled  to  keep  pace  with 
inflation  and  later  grew  only  slowly. 

The  pre-1974  evidence  is  scattered.  Data  on  the  distribution  of  student  aid  by  income 
class  are  very  hard  to  come  by.  Evidence  on  enrollment  distributions  is  also  shaky,  partly  owing 
to  data  availability  problems,  but  also  owing  to  the  fact  that  large  swings  in  military  personnel 
levels  and  recruitment  poUcies  compUcate  the  interpretation  of  available  data. 

Nonetheless  fragmentary  evidence  suggests  that  the  late  1960's  and  early  1970's  were  a 
period  of  rapid  change  in  the  socio-economic  composition  of  the  U.  S.  coUege  population.  Davis 
and  Johns  (1982)  examined  data  on  the  distribution  of  college  freshmen  by  income  class,  as 
reported  in  the  American  Freshman  survey.  They  found  a  marked  increase  in  the  fraaion  of 
students  from  families  below  the  median  and  below  the  bottom  quartile  of  U.  S.  incomes  in  those 
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years.  Similar  findings^  relying  partly  on  other  data,  are  reported  in  Carnegie  Council,  1980  and 
in  Leslie  and  Brinkman,  1988. 

It  seems  implausible  to  attribute  very  much  of  this  important  change  to  the  direct  effects 
of  Federal  student  aid  policy.  The  Federal  commitment  of  dollars  to  the  main  Of&ce  of 
Education  programs  (£du(;ational  Opportunity  Grants,  College  Work  Study,  National  Defense 
Student  Loans,  and  Guaranteed  Student  Loans)  remained  modest  through  this  period. 
Moreover,  a  large  fraction  of  this  Federal  support  was  in  the  form  of  guaranteed  loans,  which 
were  not  at  that  time  strongly  targeted  on  the  neediest  students. 

More  likely,  the  proximate  causes  of  the  change  in  enrollment  patterns  are  to  be  found  in 
changed  policies  at  the  state  and  institutional  levels,  and  in  changed  social  attitudes.  The  most 
prominent  state  level  eObrt  was  the  dramatic  expansion  in  community  colleges  and  urban  state- 
nm  four  year  colleges  in  the  1960's.  These  institutions  were  geographically  closer  to 
disadvantaged  populations  than  traditional  state  universities,  and  often  adopted  open  admissions 
policies  which  encouraged  the  enrollment  of  educationally  disadvantaged  students,  who  are 
disproportionately  from  poor  economic  backgrounds.  For  many  such  students,  the  opportunity  to 
conserve  on  spending  by  living  at  home  provides  for  a  dramatic  increase  in  college  affordabUity. 
Meanwhile,  private  colleges  and  universities  expanded  their  own  student  aid  efforts  substantially 
in  the  late  1960's~by  a  factor  of  15  after  adjusting  for  inflation  from  1963-64  to  1970-71-and  it 
may  be  that  they  targeted  their  funds  more  heavily  on  lower  income  students.  Finally,  the  strong 
society-wide  concern  in  the  late  1960's  for  combatting  poverty  and  promoting  racial  equality 
should  not  be  neglected.  These  forces  led  to  stronger  recruiting  efforts  directed  toward 
disadvantaged  youth,  and  probably  had  effects  as  well  on  the  college  going  aspirations  of  minority 
and  low  income  students. 
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While  these  effects  probably  outweighed  any  direct  effects  of  Federal  student  aid 
spending  in  increasing  lower  income  enrollments  in  the  1965-1974  period,  the  indirect  effects  of 
Federal  aid  poUcy  on  this  climate  of  opinion  should  not  be  overlooked.  States  and  private 
institutions  may  well  have  been  encouraged  in  their  wUlingness  to  expand  commitments  to 
education  for  disadvantaged  students  by  the  knowledge  that  the  Federal  government  was  putting 
some  support  behind  those  efforts,  and  seemed  likely  to  increase  that  support.  Student 
expectotions  may  have  been  similarly  affected.  The  anticipation  of  an  expanded  Federal  role  in 
student  finance  in  the  1970's  may  have  produced  some  effect  on  enrollments  even  before  it  came 
into  being;  it  is  not  possible,  however,  to  measure  the  magnitude  of  such  a  conjectured  effect. 

The  period  1974-1985  saw  an  expanded  Federal  aid  commitment  foJowed  by  a  decline,  as 
well  as  a  shift  in  emphasis  from  grants  to  loans.  As  noted  earlier,  the  period  of  expanding 
student  aid  was  also  a  period  of  declining  tuition  (in  real  terms),  while  in  the  1980's  tuitions  have 
risen  as  aid  has  fallen.  As  a  result,  all  groups  of  students  faced  lower  costs  in  the  1970's  and 

higher  ones  in  the  1980's. 

Can  we  detect  the  effect  of  these  swings  in  net  costs  on  enroUment  patterns  and  levels? 
Figure  8  shows  enrollment  rates,  expressed  as  percent  of  the  eUgible  population,  for  black  and 
white  students  of  different  income  levels  over  the  1974-1985  period.'"  In  these  aggregate 
enrollment  graphs,  there  is  no  evident  effect  of  net  costs  of  attendance  on  enroUment  for  famiUes 
with  incomes  above  $30,000  (1978  doUars).  For  famiUes  with  incomes  between  $10,000  and 
$30,000  there  appears  to  be  an  effect  for  black  but  not  for  white  students  -  with  the  enrolhnent 


«>  These  data  are  derived  from  the  U.  S.  Bureau  of  the  Census  Current  Population  Survey 
data  tapes.  Enrollments  are  full  time  only,  and  do  not  include  most  proprietary  or  vocational 
postsecondary  enrollment.  The  eligible  population  is  defined  as  persons  aged  18-24,  financially 
dependent  on  their  parents,  who  have  completed  high  school  but  have  not  completed  four  years 
or  more  of  college.  The  enroUment  figures  are  for  students  from  this  population  who  are 
enrolled  in  college.  Figures  are  reported  only  for  white  and  black  students  because  the  "other 
race  cater^n'  provides  too  smaU  a  sample  for  statistical  reliabilit\'. 
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rate  of  blacks  higher  in  the  1970's  when  net  costs  were  lower  and  lower  in  the  1980's  when  net 
costs  rose.  From  1975  through  1979  the  black  enrolhncnt  rate  among  this  middle  income  group 
averaged  42  percent;  from  1981  through  1985  it  averaged  33  percent. 

An  even  more  distinct  swing,  involving  both  white  and  black  students,  is  evident  for  the 
lowest  income  group,  those  with  incomes  below  $10,000  in  1978  terms.  The  white  enrollment 
rate  feU  distinctly  but  modestly  from  the  latter  half  of  the  1970's  to  the  1980's;  the  1975-79 
average  rate  was  33  percent,  while  from  1981-85  the  average  rate  was  29  percent.  For  blacks,  the 
dropoff  is  dramatic:  average  enrollment  rates  fell  from  35  percent  to  25  percent  between  1975-79 
and  1981-85. 

This  general  pattern  is  consistent  with  student  aid  changes  having  played  a  significant 
role.  As  noted  above,  net  cost  changes  in  percentage  terms  were  somewhat  larger  for  lower 
income  students,  and  econometric  evidence  leads  us  to  expect  that  group  will  respond  more 
sensitively  to  relative  price  changes  of  given  magnitude.  It  thus  seems  very  plausible  that  the 
change  in  Federal  student  aid  policy,  which  contributed  significantly  to  the  changes  in  net  cost 
facing  lower  income  students,  played  a  substantial  role  in  reducing  lower  income  enrollment  rates 
in  the  1980*s. 

A  recent  study  undertaken  by  the  authors  of  this  paper  provides  econometric  evidence  to 
support  this  analysis:  we  find  that  low  income  white  students  are  significantly  more  likely  to 
enroll  in  college  when  the  net  price  falls.  We  do  not,  however,  find  any  significant  response  of 
enrollment  to  net  price  among  middle-  or  high-income  students." 

It  may  well  be  that  factors  additional  to  the  changes  in  net  price  facing  low  income 
students  have  contributed  to  the  enrollment  trends  we  have  described.  The  1980  s  have  seen  a 


"McPherson  and  Schapiro,  forthcoming.  The  anaK'sis  is  limited  to  white  students  because  of 
sample  size  problems  for  data  on  other  races. 
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greater  emphasis  on  admissions  selectivity  at  postsecondary  institutions,  and  a  less  aggressive 
Federal  stance  supporting  affirmative  action  in  enrollment  Both  trends  may  work  against 
students  from  educationally  and  sociaUy  disadvantaged  backgroimds. 

A  slightly  different  way  of  looking  at  these  data  may  also  prove  illuminating.  Lee  Hansen 
(1984)  has  suggested  that  it  is  useful  to  look  at  relative  enrollment  rates  of  more  and  less 
affluent  students  in  gauging  the  impact  of  Federal  student  aid,  on  the  grounds  that  Federal 
student  aid  is  the  most  obvious  factor  that  should  affect  the  enrollment  behavior  of  these  two 
groups  differentially.  Figure  9  displays  the  ratio  of  the  enrollment  rates  for  the  lowest  (below 
$10,000)  and  highest  (above  $30,000)  income  groups  over  time,  looking  separately  at  white  and 
black  students.  Although  the  trends  are  similar  for  both  racial  groups,  the  changes  are  much 
sharper  for  blacks  than  whites.  The  late  1970's  saw  a  relative  increase  in  the  ratio  of  low  income 
to  high  income  enrollment,  and  the  1980's  have  seen  a  decrease,  with  some  recovery  quite 
recently.  For  blacks  the  swing  is  marked  -  low  income  blacks  enrolled  at  more  than  70  percent 
of  the  high  income  black  rate  in  1979;  by  1982  the  ratio  was  below  40  percent  For  whites  the 
change  in  the  ratio  was  from  about  60  percent  to  imder  50  percent  This  pattern  is  consistent 
with  student  aid  having  an  impact  of  the  expected  kind  on  enrollment  patterns. 


Projections 

Our  purposes  in  this  part  of  the  paper  are  twofold:  (1)  to  present  a  series  of  forecasts 
for  key  cost  ratios  over  the  next  twenty  years  that  represent  a  range  of  plausible  variation  in  the 
higher  education  environment  and  (2)  through  comparing  these  forecasts,  to  determine  the 
significance  of  particular  cost  determinants  by  contrasting  the  results  of  different  assumptions 
about  their  rates  of  increase.  By  identifving  key  variables  and  considering  factors  that  are  likely 
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to  influence  them,  we  can  offer  some  judgments  about  which  of  these  forecasts  are  more  likely  to 
be  realized* 

Our  simulation  model  works  from  initial  conditions  that  we  set  based  on  recent  data  and 
assumed  rates  of  growth  in  those  conditions.  Any  simulation  model  has  imbedded  in  it  certain 
relationships  among  the  variables  and  we  have  tried  to  create  a  model  that  is  simple  yet  captures 
the  main  forces  at  work.  In  formulating  a  model  of  cost  determination,  we  work  from  the 
following  accounting  identity:  institutions*  educational  costs  per  student  equal  the  sum  of  tuition 
revenue  (gross  of  student  aid)  per  student  and  non-tuition  educational  revenues  per  student.^^ 
We  then  project  educational  costs  and  non*tuition  educational  revcvnuirs  separately,  and  therefore 
calculate  tuition  charges  as  the  residual.  Our  model  assimies  that  "costs  of  attendance""  (from  the 
student's  point  of  view)  are  equal  to  the  sum  of  living  costs  (which  we  assume  will  stay  constant 
in  real  terms)  and  gross  tuition  charges  (via  the  residual  calculation  mentioned  above).  We 
project  separately  per  student  values  for  Federal  student  aid  grants,  other  student  aid  grants,  and 
loans,  and  we  use  these  projected  values  in  the  calculation  of  price  net  of  grants  and  a  net  price 
figure  which  treats  the  subsidy  value  of  loans  as  half  the  award  amount.^ 

Simulations  could  be  based  on  any  of  several  models  of  institutional  behavior.  In 
particular,  our  decision  to  make  tuition  revenue  a  residual,  depending  on  cost  growth  and  growth 
of  other  revenue  sources,  could  be  replaced  by  assuming  a  rate  of  growth  of  tuition  directly. 
With  this  alternative  assumption,  either  cost  growth  or  growth  in  non-tuition  revenues  would 
become  a  residual  category.  The  approach  that  we  employ  does,  however,  make  it  possible  to 
gain  a  rough  sense  of  the  changes  in  affordability  measures  that  would  result  if  a  tuition  growth 


^TTiis  assumes  that  current  revenues  equal  current  expenditures  and  that  auxiliary  enterprises 
break  even. 

••See  footnote  7. 
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rate  were  assumed  directly,  since  the  assumptions  of  our  model  will,  in  each  alternative  scenario, 
imply  a  particular  growth  rate  of  tuition.*^  We  should  note  that  the  set  of  assumptions  we  adopt 
is  consistent  with  the  view  that  college  and  university  tuition-setting  are  constrained  in  the  long 
run  by  trends  in  underlying  costs  and  available  revenues  from  other  sources. 

In  developing  our  projections,  we  establish  different  initial  conditions  and  growth  rates  for 
each  of  three  post-secondaiy  education  sectors:  public  2-year  colleges,  public  4-year  colleges  and 
universities,  and  private  4-year  colleges  and  universities.^  In  calculating  living  costs,  we  treat 
students  attending  public  2-ycar  colleges  as  commuters,  while  those  attending  4-year  institutions 
are  considered  to  be  residents.  Thus,  for  all  students  board  and  transportation  costs  are  included 
in  living  costs  but  room  charges  are  applied  only  to  4-year  students. 

For  comparative  purposes  we  project  family  incomes  for  students  at  these  categories  of 
institutions,  with  initial  conditions  in  each  sector  set  equal  to  the  inflation-adjusted  median 
income  of  families  of  freshman  students  attending  that  institution  type  in  a  recent  year.  In  our 
projections  we  track  the  ratio  of  net  price  to  family  income  and  the  ratio  of  gross  tuition  to 
educational  costs.  This  allows  us  to  forecast  two  key  variables  -  the  burden  borne  by  families 
and  the  degree  of  tuition  dependency. 

We  used  a  variety  of  data  sources  in  setting  the  initial  conditions  for  each  variable 
described  above.  We  relied  on  the  most  recent  available  data  found  in  the  College  Board's 
Annual  Survey  of  Colleges  (CoUege  Board  (1988)),  Trends  in  Student  Aid  (Lewis  (1988)),  and 
U3llege  Cost  Book  (College  Board  (1989)),  the  Department  of  Education's  HEGIS  files,  and  data 


^^Later  in  the  text,  we  point  out  ways  to  reinterpret  some  of  our  projection  scenarios  in 
terms  of  assumed  tuition  growth  rates. 

^•^We  don*t  attempt  to  forecast  for  the  proprietary  sector  due  to  a  lack  of  data. 
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from  the  American  Freshman  Survey,  and  adjusted  those  values  to  correspond  to  the  1989-90 
academic  year.^^ 

We  establish  a  baseline  for  real  rates  of  growth  in  each  of  our  variables  using  data  from 
the  1978-8S  period, All  variables  are  expressed  on  a  per  full-time-equivalent  enrollment  basis. 
The  baseline  rates  of  growth  are  used  to  provide  a  baseline  scenario  over  the  period  1991 
(referring  to  the  academic  year  1990-91)  to  2010.  This  baseline  is  computed  simply  by  applying 
1978-85  growth  rates  to  each  of  the  variables  discussed  in  the  preceding  paragraph,  and  stepping 
the  calculation  forward  one  year  at  a  time.  It  is  important  to  note  that  our  baseline  scenario 
assumes  a  continuation  of  the  recent  past,  rather  than  representing  our  l^cst  guess"  of  the 
future*  If  we  were  to  try  to  establish  such  a  "best  guess"  formulation,  it  would  most  plausibly  be 
based  on  a  considerably  longer  time  period. 

Alternative  scenarios  examine  the  consequences  of  various  divergences  from  these  recent 
growth  rates.  In  each  set  of  scenarios,  we  hold  the  values  of  variables  that  are  not  the  focus  of 
attention  to  their  baseline  trends.  Specifically,  we  examine  the  results  of  three  broad  categories 
of  variation.  The  first  category  (Group  A)  isolates  the  effect  of  varying  rates  of  growth  of 
Federal  aid  support  Scenario  Al  assumes  no  real  growth  in  Federal  aid  support;  scenario  A2 
assumes  growth  at  an  annual  real  rate  of  4  percent;  scenario  A3  assumes  a  2  percent  annual  real 
decline  in  support  Group  B  varies  the  performance  of  the  economy.  Bl  assumes  strong 
economic  growth,  with  median  family  income  increasing  at  an  annual  real  rate  of  2  J  percent  and 
non-tuition  revenues  growing  at  a  rate  of  1  percentage  point  above  the  recent  growth  rate.  B2 


^*For  details  on  the  calculation  of  initial  conditions  see  the  footnotes  to  Table  2. 

The  choice  of  a  baseline  period  for  establishing  historical  values  is  somewhat  arbitrary. 
The  endpoint  of  the  period  is  dictated  by  availability  of  financial  data;  we  chose  the  starting 
point  to  provide  a  period  of  adequate  length  which  would  capture  the  years  during  which  rapid 
growth  in  college  costs  became  an  important  phenomenon. 
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assumes  weak  economic  growth,  with  median  family  income  constant  in  real  terms  (this  continues 
the  recent  trend),  and  non-tuition  revenues  growing  at  a  rate  of  1  percentage  point  below  the 
recent  growth  rate.  Note  that  we  assume  trends  in  real  cost  growth  at  higher  education 
institutions  are  unaffected  by  the  overall  performance  of  the  economy.  Finally,  group  C 
examines  the  effects  of  various  educational  cost^titutional  aid  combinations.  CI  and  C2 
assume  a  high  rate  of  cost  increase  equal  to  1  percentage  point  above  the  recent  trend.  CI 
assumes  that  institutional  aid  (institutional  aid  is  the  bulk  of  the  "other  grants"  category  in  our 
tables)  increases  at  the  recent  high  rates  of  real  annual  growth  while  C2  assumes  no  real  growth 
in  institutional  aid.  C3  and  C4  assimie  a  low  rate  of  cost  increase  equal  to  1  percentage  point 
below  the  recent  trend.  The  assumed  growth  rates  for  institutional  aid  for  C3  and  C4 
correspond  to  those  in  Cl  and  CI  Thus,  C3  presents  a  low  cost  growth/high  aid  growth  scenario 
while  C4  presents  a  low  cost/low  aid  scenario. 

Detafled  summaries  of  the  projection  growth  rate  assumptions  and  results  for  each  of  the 
three  sets  of  assumed  variations  are  reported  in  Appendix  B.  We  report  annual  results  through 
2000,  and  the  years  2005  and  2010.  (Obviously,  point  forecasts  for  2010  should  not  be  taken  at 
all  seriously.  The  purpose  of  extending  the  projection  period  is  to  make  trend  differences  more 
apparent) 

We  begin  by  examining  the  baseline  projection.  The  initial  conditions  and  recent  growth 
rates  that  underlie  this  projection  are  reported  in  the  first  page  of  Table  2.  The  growth  rates  in 
our  variables  over  the  period  1978-85  show  some  interesting  variation  across  institutional  types. 
While  there  were  real  increases  in  educational  costs  in  each  of  the  three  cases,  the  annual  real 
increase  was  much  faster  at  private  institutions  (3.2  percent)  than  at  public  4-year  (2.0  percent) 
or  public  2-year  (1.8  percent)  schools.  Non-tuition  educational  revenues  show  a  similar  pattern. 
On  the  other  hand,  the  real  rate  of  growth  in  Pell  support  per  student  was  substantial  at  public 
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institutions  (35  percent  at  4-year  and  2-year  schools)  and  non-existent  at  private  colleges  and 
universities.  Private  institutions,  however,  had  remarkable  real  growth  in  institutional  aid  (other 
grants),  with  a  growth  rate  of  5.4  percent  compared  with  1.6  percent  and  1.7  percent  at  public 
institutions.  Loans  also  increased  at  a  rapid  rate  at  private  schools  (5.0  percent  annually),  while 
increasing  at  a  slower  rate  (3.0  percent)  in  the  public  sector.  Lastly,  over  this  period  there  was 
no  real  growth  in  the  median  income  of  families  with  household  heads  aged  45-64  (reflecting  very 
slow  growth  in  productivi^  in  the  economy),  leading  us  to  adopt  zero  real  growth  rates  for  family 
income  of  students  attending  each  type  of  institution. 

Forecasts  using  the  baseline  rates  (presented  on  the  second  page  of  Table  2)  would  give 
us  a  reasonable  picture  of  the  future  if  these  rates  were  to  persist  over  the  next  two  decades. 
For  public  4-year  institutions,  costs  of  attendance  would  increase  from  $5,200  in  1990  to  around 
$7,000  in  2010  (in  1989-90  5).  The  price  net  of  grants  is  expected  to  rise  from  $4,590  to  about 
$6,000  and^  most  importantly,  the  net  price  rises  from  $4;270  to  almost  $5,400.  In  nominal  terms, 
the  net  price  is  expected  to  rise  to  around  $14300  (assuming,  as  we  do  throughout,  an  annual 
inflation  rate  of  5  percent).  The  first  of  our  two  ratios  indicates  that  the  burden  borne  by 
parents  would  increase  over  the  period  as  the  ratio  of  net  price  to  income  rises  from  9  percent 
to  12  percent  At  the  same  time,  tuition  dependency  increases  from  20  percent  to  27  percent 
The  increase  in  the  burden  on  families,  of  course,  reflects  a  forecast  of  persistent  increases  in 
college  costs  in  the  face  of  constant  real  incomes  of  families.  Growth  in  tuition  dependency 
reflects  a  slight  lag  in  the  growth  of  non-tuition  revenues  relative  to  educational  costs. 

Forecasts  for  private  institutions  show  the  same  general  pattern  as  that  just  described. 
Costs  of  attendance  rise  from  $12,600  to  around  $20,500,  and  the  net  price  increases  from 
S10.120  to  about  $14,100.  The  latter  figure  would  be  around  537,500  in  nominal  dollars.  The 
ratio  of  net  price  to  income  increases  from  18  percent  to  25  percent  while  tuition  dependency 
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rises  from  60  percent  to  61  percent.  At  public  2-year  institutions,  the  net  price  increases  from 
$2,800  to  $3^00  (around  $8,400  in  nominal  dollars),  net  price/Income  rises  from  8  percent  to  9 
percent  and  tuition  dependency  increases  from  19  percent  to  24  percent.  The  average  across 
sectors  shows  a  real  increase  in  net  price  from  $3,947  to  about  $5,200  ($13,700  in  nominal  terms). 

The  baseline  projections  indicate  some  reasons  to  worry  about  the  future  of  affordability 
of  higher  education  if  recent  trends  continue  although  they  do  not  forecast  a  disaster  of 
catastrophic  proportions.  The  increase  in  burden  borne  by  parents  (for  students  attending  4- 
ycar  public  and  private  institutions)  may  have  some  unfortunate  effects  on  enrollment  rates.  In 
fact,  according  to  estimates  from  our  recent  study  of  the  enrollment  effects  of  financial  aid 
(McPherson  and  Schapiro  forthcoming),  a  real  increase  in  net  price  of  $1,229  (the  increase  in 
real  net  price  implied  by  the  baseline  projection,  averaged  over  sectors),  if  shared  equally  by  all 
income  classes,  is  expected  to  reduce  enrollment  rates  of  students  from  families  with  low  incomes 
by  153  percent  (Since  the  baseline  projects  student  aid  to  rise  more  rapidly  than  college  costs, 
the  net  price  increase  would  in  faa  be  somewhat  smaller  for  low  income  students  than  others  in 
this  scenario.  Thus  this  estimate  is  an  upper  bound  of  the  expected  enrollment  effect)  In 
addition  to  this  general  problem  with  affordability,  it  is  important  to  note  that  the  btirden  borne 
by  parents  of  students  attending  private  institutions  increases  relative  to  their  counterparts  with 
children  attending  4-year  public  colleges  and  universities  -  the  private  burden  ratio  rises  by  7 
percentage  points  to  25  percent  while  the  public  burden  ratio  rises  by  only  3  percentage  points 
to  12  percent.  The  growth  in  the  percentage  of  income  spent  on  private  education  relative  to 
public  education  may  very  well  lead  to  further  decline  in  the  share  of  students  educated  at 
private  colleges  and  universities,  along  with  even  larger  differences  in  median  incomes  of  parents 
than  at  present. 


41 

63 


Of  course,  there  is  no  reason  to  believe  that  the  recent  growth  rates  used  in  the  baseline 
model  will  continue  over  the  next  two  decades.  By  varying  these  rates  we  produce  alternative 
scenarios  that  lead  to  a  range  of  affordability  estimates  and  indicate  the  importance  of  different 
variables. 

Group  A  simulations  produce  relatively  small  differences  in  projections  across  models 
assuming  wide  differences  in  Federal  aid  support.  Keeping  in  mind  a  baseline  prediaion  for  net 
price  at  private  institutions  in  2010  of  about  $14,100  ($37,500  in  nominal  terms),  this  number 
rises  to  $15,400  ($40,900)  with  a  real  decline  in  Federal  support,  $15,100  ($40,100)  with  no 
growth  in  support,  and  falls  to  $14,000  ($37,200)  with  rapid  growth  (sec  Table  3  and  Figure  10 
for  a  summary  of  the  real  net  price  values).  The  net  price^come  ratio  for  this  sector  is  slightly 
higher  with  a  decline  in  Federal  aid  (28  percent)  or  no  real  growth  (27  percent)  relative  to  either 
rapid  growth  or  the  baseline  (25  percent)  (see  Table  4  and  Hgure  11).  At  public  4-year 
institutions  the  net  priceylncome  ratio  varies  from  11  percent  for  the  rapid  growth  scenario  and 
12  percent  for  the  baseline  scenario,  to  14  percent  for  the  real  decline  scenario,  with  the  no 
growth  scenario  leading  to  an  intermediate  value  of  13  percent  A  similar  pattern  is  produced  at 
public  2-year  colleges.  The  general  lack  of  response  to  changes  in  the  amount  of  Federal  aid 
makes  sense  in  light  of  the  relatively  small  contribution  that  this  type  of  aid  makes  to  the 
determination  of  net  price.  As  indicated  in  Table  2,  Pell  per  student  in  1989-90  amoimted  to 
only  $150  at  public  2-year  colleges,  $290  at  public  4-year  institutions,  and  $320  at  private  colleges 
and  universities  (in  1978  dollars).  Given  the  faa  that  comparable  net  price  figures  were  S2,800, 
$4,270,  and  $10,120,  the  surprise  is  probably  not  that  Federal  aid  matters  so  little,  but  that  it 
matters  as  much  as  it  does. 

A  look  at  the  group  B  simulations  shows  considerable  differences  in  net  price  (Table  3 
and  Figure  10),  net  price/income  (Table  4  and  Figure  11),  and  tuition  dependence  (Table  5  and 
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Figure  12)  based  on  the  perfomance  of  the  economy.  The  baseline  values  for  private 
institutions  of  a  net  price  in  2010  of  $14,100  ($37,500  in  nominal  terms),  a  burden  ratio  of  25 
percent  and  tuition  dependence  of  61  percent  rise,  in  the  event  of  a  weak  economy,  to  $16,000 
($42,600),  29  percent  and  68  percent.  For  public  4-year  and  2-year  institutions,  these  changes 
are  even  more  dramatic  net  price  in  2010  for  4-year  institutions  rises  from  $5,400  ($14300)  in 
the  baseline  scenario  to  $7,000  ($18,600)  for  a  weak  economy,  the  burden  ratio  rises  from  12 
percent  to  16  percent,  and  tuition  dependence  rises  from  28  percent  to  41  percent;  for  2-year 
colleges,  these  values  rise  from  $3,200  ($8,400)  in  the  baseline  scenario  to  $4,000  ($10,600)  for  a 
weak  economy,  9  percent  to  11  percent,  and  24  percent  to  37  percent  Hence,  the  educational 
sector  is  quite  vuhicrable  to  a  prolonged  recession,  particularly  the  public  sector.  Of  course, 
strong  economic  growth  would  have  a  highly  favorable  effect  on  the  future  of  these  cost 
variables.  Net  price,  net  priceAncome  and  tuition  dependence  fall  to  $11,900  ($31,500),  13 
percent  and  53  percent  for  private  institutions;  $3,400  ($9,000),  5  percent  and  12  percent  at 
public  4-year  institutions;  and  $2,200  ($5,800),  4  percent  and  7  percent  at  public  2-year  colleges. 
The  affordability  implications  of  economic  performance  are  rather  remarkable  with  the  burden 
ratio  varying  from  13  percent  to  29  percent  at  private  institutions,  5  percent  to  16  percent  at 
public  4-year  institutions  and  4  percent  to  11  percent  at  community  colleges,  depending  on 
whether  the  economy  is  strong  or  weak,  (Tuition  dependence  tells  a  similar  story  with 
projections  ranging  from  53  percent  to  68  percent,  12  percent  to  41  percent,  and  7  percent  to  37 
percent.) 

The  Gnding  that  the  future  of  the  educational  sector  is  so  strongly  tied  to  the  wOurse  of 
an  unpredictable  economy  is  obviously  quite  unsettling.  Our  projections  build  in  several 
assumptions  about  how  variations  in  overall  economic  performance  will  impinge  on  the  higher 
education  sector.  First,  of  course,  we  assume  that  the  growth  in  family  income  is  closely  related 
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to  overall  economic  conditions.  Second,  we  assume  that  the  growth  of  non-tuition  educational 
revenues  is  similarly  responsive.  For  public  institutions,  this  translates  into  an  assumption  that 
state  appropriations  for  higher  education  are  sensitive  to  economic  conditions,  while  for  private 
institutions  we  assume  that  endowment  and  gift  performance  are  similarly  sensitive  to  economic 
conditions.  We  should  also  reemphasize  that  we  do  not  assume  that  college  cost  growth  is 
sensitive  to  overall  economic  conditions.  One  could  argue  the  reverse:  that  a  strong  economy 
will  both  raise  the  demand  for  and  the  real  resource  costs  of  higher  education,  resulting  in  more 
rapid  growth  both  in  educational  costs  and  tuitions.  This  assumption  could  easily  be 
incorporated  in  our  projections.  Yet  it  is  worth  noting  that  the  historical  experience  is  different; 
the  rapid  tuition  growth  of  the  1980's  has  occurred  in  the  face  of  slow  or  no  growth  in 
productivity  and  incomes. 

Group  C  simulations  highlight  the  effects  of  different  combinations  of  cost  growth  and 
increases  in  institutional  aid,  (Mote  that  Figures  10  through  12  summarize  differences  in  cost 
grovrth  but  do  not  track  variations  in  institutional  aid-both  the  high  cost  and  the  low  cost 
scenarios  in  the  flgures  assume  high  institutional  aid.)  An  examination  of  projections  Cl  and  C2 
shows  that  the  assumption  of  high  rates  of  cost  increase  leads  to  a  major  change  from  the 
baseline  projections,  with  institutional  aid  playing  a  mediating  role.  In  the  worst  case  scenario  - 
high  costs  and  low  institutional  aid  (C2)  -  net  price  in  2010  at  private  institutions  rises  to  $22,900 
($60,800  in  nominal  terms)  as  opposed  to  $20,000  ($53,000)  if  institutional  aid  increases  at  a 
rapid  rate  (see  Table  3).  In  either  case,  this  figure  is  well  above  the  baseline  projection  of 
$14,100  ($37,500).  The  corresponding  net  price/income  ratios  are  41  percent  and  36  percent 
compared  to  the  25  percent  baseline  prediction  (Table  4).  At  public  4-year  institutions,  the  high 
cost/low  aid  scenario  leads  to  a  net  price  of  $8,200  ($21,800)  and  a  burden  of  18  percent,  quite 
close  to  the  figures  for  the  high  cost/high  aid  scenario  (SS.lOO  (S21.500)  and.  again.  18  percent). 
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both  of  which  far  exceed  the  baseline  projections  of  $5,400  ($14300)  and  12  percent.  At  public 
2-year  colleges,  for  both  the  high  cost/low  aid  and  high  cost/high  aid  scenarios,  net  price  is  about 
$4^00  ($11,900  to  $12,000)  with  a  12  percent  burden,  compared  to  $3,200  ($8,400)  and  9  percent 
for  the  baseline.  Hence,  while  high  cost  growth  has  a  major  effect  on  affordability  in  both  the 
private  and  public  sectors,  the  prominent  role  of  institutional  aid  at  private  institutions  enables 
these  schools  to  reduce  the  effect  of  cost  growth  by  a  non-trivial  amount  by  similarly  increasing 
aid. 

The  low  cost  growth  scenarios  presented  in  C3  and  C4  offer  a  much  rosier  view  of  the 
future.  Even  in  the  case  of  low  institutional  aid  (C4),  the  net  price  for  private  institutions  in 
2010  falls  to  $12^00  ($32^00  in  nominal  terms),  implying  a  burden  of  22  percent.  The  figures 
are  $3,200  ($8,600)  and  7  percent  at  public  4-year  institutions  and  $2,100  ($5,700)  and  6  percent 
at  c;'*{nmumty  colleges.  The  combination  of  low  cost  growth  and  high  institutional  aid  growth 
improves  these  numbers  to  $9,300  ($24,700)  and  17  percent  at  private  colleges  and  universities, 
$3,100  ($8,300)  and  7  percent  at  public  4-year  institutions,  and  $2,100  ($5,600)  and  6  percent  at 
public  2-year  colleges.  Again,  it  is  clear  that  the  effects  of  cost  growth  dominate  those  of 
changes  in  institutional  aid,  especially  in  the  public  sector. 

It  is  worth  noting  that  each  of  our  simulations  can  be  roughly  equated  to  a  simulation 
which  assumes  a  given  rate  of  growth  in  tuition,  rather  than  computing  tuition  as  a  residual,  as  is 
done  in  the  simulations  we  report.  Thus,  for  example,  the  baseline  assumes  that  educational 
costs  at  public  four-year  institutions  grow  at  2.0  percent  (over  inflation),  while  non-tuition 
revenues  grow  at  1.5  percent.  With  tuition  revenues  accounting  for  only  20  percent  of  total 
educational  costs  in  the  base  year,  it  is  readily  calculated  that  tuition  must  grow  at  an  annual 
real  rate  of  3.6  percent  over  the  twenty  year  period  of  the  simulations  to  be  consistent  with  the 
growth  rates  assumed  in  this  scenario.  At  private  institutions,  the  annual  real  growth  rate  of 

54 


educational  costs  is  32  percent  and  that  of  non-tuition  revenues  is  3.1  percent.  To  reconcile 
these,  the  model  implicitly  assumes  that  tuition  must  grow  at  3-2  percent  real.  The  implied 
tuition  growth  rate  for  public  two-year  institutions  in  the  baseline  scenario  is  2.9  percent.  Similar 
tuition  equivalent  growth  rates  can  be  calculated  for  all  the  scenarios  reported  here. 

The  various  scenarios  described  above  provide  very  different  pictures  of  the  future  of 
affordability  of  higher  education.  Do  some  of  these  scenarios  seem  more  likely  than  others? 
The  most  important  factor  is  the  economic  performance  of  the  nation.  Our  most  favorable 
scenario  -  sxistained  high  rates  of  economic  growth  -  appears  unlikely  for  at  least  two  reasons. 
For  one,  we  are  currently  in  the  eighth  year  of  the  longest  peacetime  economic  expansion  in 
history  and  to  assume  that  this  steady  growth  will  be  followed  by  another  two  decades  of 
economic  progress  is  likely  to  be  overly  optimistic.  Further,  current  national  policies,  including 
large  government  deQcits  and  low  national  investment  rates,  do  not  bode  well  for  future  growth. 

If  growth  performance  is  poor,  the  prospects  for  avoiding  a  college  affordability  problem 
are  not  good.  In  the  face  of  slow  or  no  growth  in  family  incomes,  the  burden  on  families  of 
paying  for  college  will  probably  rise  unless  one  of  three  things  happen:  (1)  the  xmderlying  costs 
of  providing  college  education  do  not  grow;  (2)  non-tuition  sources  of  educational  revenue  grow 
steadily,  or  (3)  student  financial  aid,  presumably  mainly  from  the  Federal  government,  grows 
steadOy.  Since  most  observers  predict  shortages  in  faculty  labor  markets  which  are  likely  to  make 
that  major  component  of  college  costs  grow,  it  is  difficult  to  see  how  existing  levels  of 
educational  costs  could  be  held  down  without  permitting  the  quality  of  college  education  to 
decline.  Few  observers  would  find  a  solution  to  college  affordability  problems  which  took  the 
form  of  declining  college  quality  satisfactory.  The  other  two  alternatives-growing  non-tuition 
revenues  or  growing  Federal  aid  support— are  themselves  likely  to  depend  on  a  healthy  economy. 
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It  thus  appears  that  a  promising  future  for  college  affordability  depends  critically  on  good 
performance  of  the  economy  in  the  coming  decades. 

That  said,  what  other  factors  will  crucially  impinge  on  future  affordability?  It  is  clear  in 
our  simulations  that  the  next  most  important  factor  (after  overall  economic  performance)  is  the 
behavior  of  the  educational  costs  of  institutions.  Over  twenty  years,  the  burden  on  families  of 
paying  for  college  differs  by  a  factor  of  around  two  or  more  depending  on  whether  college  costs 
rise  at  a  percenuge  point  above  or  below  the  trend  established  in  the  1978-85  period.  As  noted 
earlier,  there  has  been  a  quite  persistent  tendency  for  college  costs  to  grow  more  rapidly  than 
inflation  over  the  last  fifty  years.  The  reasons  for  this  long  run  tendency  are  fairly  fxmdamental, 
having  to  do  with  the  slow  rate  of  technical  progress  in  this  industry  compared  to  the  economy 
as  a  whole.  What  is  distinctive  about  the  1980*s,  however,  is  a  pattern  of  rapid  real  cost  growth 
in  colleges  during  a  period  when  productivity  was  fairly  stagnant  in  the  rest  of  the  economy. 
Beginning  in  the  mid-1990's,  growth  in  the  population  of  young  people  is  likely  to  lead  to  fairly 
rapid  increases  in  college  enrollment  (although  not  so  rapid  as  in  the  1960*s).  The  resulting 
growth  in  demand  may  lead  to  pressures  for  cost  increases  as  colleges  attempt  to  expand  facilities 
and  numbers  of  faculty  in  response.  On  the  other  hand,  the  intensity  of  competitive  recruiting 
efforts  at  the  highest  price  colleges  will  be  likely  to  abate,  and  this  may  reduce  cost  pressures  at 
these  highly  visible  institutions.  Our  best  judgment  is  that  the  most  likely  future  trend  would 
have  college  costs  grow  ahead  of  inflation,  but  probably  less  rapidly  than  their  unusual  behavior 
of  the  1980*s.  Thus,  the  most  likely  picture  would  probably  lie  somewhere  between  the  baseline 
and  the  "Low  Cost,  High  Institutional  Aid"  scenario,  C3. 
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Policy  Implications 

Our  projections  lead  us  to  focus  on  three  principal  concerns  about  future  affordabilit>'. 
First,  if  the  economy  is  persistently  weak  over  the  foreseeable  future,  families'  burden  of  paying 
for  college  is  likely  to  increase  at  all  types  of  institutions.  Depending  on  decisions  about  state 
and  Federal  policy,  the  result  could  be  serious  threats  to  access  for  some  populations.  Second, 
under  most  of  the  alternative  assumptions  we  consider,  the  relative  affordability  of  private  four 
year  colleges,  compared  to  public  four  year  and  two  year  institutions,  is  expected  to  decline.  This 
could  weU  lead  to  a  further  shift  of  students  from  private  to  public  higher  education.  This  may 
in  itself  be  considered  a  threat  to  the  value  of  "choice"  in  higher  education;  at  the  same  time, 
since  students  at  public  institutions  receive  larger  government  subsidies  (principally  through  state 
government  support  of  these  institutions),  such  an  enrc;; .  rot  shift  would  have  significant 
budgetary  implications  for  the  nation.    Third,  cost  patterns  in  American  higher  education  reflect 
basic  choices  about  how  the  burden  of  paying  for  college  should  be  shared  among  families,  state 
governments,  the  Federal  government,  and  private  charities.  A  number  of  Federal  policies  could 
be  employed  to  reallocate  that  burden. 
Urgent  Problems  if  the  Economy  Stays  Weak 

A  persistently  weak  economy  is  very  likely  to  lead  to  tuition  increases  outpacing  increases 
in  family  incomes;  at  the  same  time,  a  weak  economy  wiU  imply  that  resources  to  subsidize  such 
rising  tuitions  will  be  very  scarce  at  both  the  state  and  Federal  levels.  The  most  important 
implication  of  these  facts  is  that  such  a  development  will  compel  governments  to  make  hard 
choices  about  which  categories  of  students  and  institutions  they  wish  to  support. 

For  example,  our  Veak  economy"  projection  (B2)  has  the  financing  burden  at  public  two 
year  colleges  rising  by  two    percentage  points,  relative  to  the  baseline,  over  the  next  twenty- 
years.  At  public  four  year  institutions  and  at  private  institutions,  the  difference  in  the  burden 
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under  the  two  scenarios  is  four  percentage  points.  How  much  difference  can  Federal  aid  support 
make  in  influencing  these  trends?  Comparing  scenarios  A2  (rapid  growth  in  Federal  support) 
and  A3  (real  decline  in  Federal  support)  suggests  that  a  strong  versus  a  weak  Federal  effort  can 
influence  the  burden  modestly  for  the  average  student,  with  a  strong  effort  reducing  the  burden 
by  about  two  percentage  points  at  public  and  private  four  year  institutions,  and  by  about  one 
percentage  point  at  public  two  year  institutions.  This  would  be  the  result  if  the  incremental 
Federal  resources  were  spread  equally  over  all  students.  Obviously,  under  existing  policies,  these 
resources  would  be  fociised  to  some  degree  on  needier  students.  The  more  sharply  these 
resources  are  focused  on  the  neediest  students,  the  more  these  limited  Federal  resources  can  do 
to  reduce  the  burden  facing  that  group.  This  is  particularly  important  given  the  evidence  that 
enroViuicnt  decisions  of  needier  students  are  much  more  affected  by  changes  in  net  price  than 
are  those  of  their  more  affluent  counterparts  (McPherson  and  Schapiro,  forthcoming). 

Governments  may  also  face  tough  choices  about  which  sectors  of  higher  education  to 
support  A  heavy  emphasis  on  access  at  the  Federal  level  might  argue  for  concentrating 
resources  on  community  colleges  and  low  cost  public  four  year  institutions,  while  a  concern  with 
choice  might  argue  for  devoting  more  Federal  resources  to  private  institutions.  States  face 
similar  dilemmas  in  allocating  their  higher  education  funds  among  sectors.  Of  course^  these 
dilemmas  always  exist,  but  a  persistently  weak  economy  will  make  the  decisions  more  difficult  and 
more  contentious. 
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TVclintncr  Relative  AfiFordabilitY  of  Private  Institutions 

Our  baseline  projection  indicates  that  the  ratio  of  prices  at  private  vs.  public  four  year 
institutions  will  rise  from  237  cunentiy  to  2.63.  A  number  of  the  other  scenarios  would  result  in 
similar  increases  in  the  ratio  of  private  to  public  institution  costs  of  attendance  and  net  prices.^' 

Such  a  development  might  well  lead  to  a  further  decline  in  the  share  of  private 
enrollment  in  total  enrolhnent-a  share  which  declined  substantially  from  1960  to  the  early  1970's 
but  has  been  rather  stable  since  then.  Such  a  trend  would  be  almost  sure  to  increase  the  already 
substantial  difference  in  median  income  levels  in  the  two  sectors  (as  detailed  in  the  initial 
conditions  of  our  projections).  It  further  seems  likely  that  such  a  shift  of  enrollment  between 
seaors  would  be  concentrated  on  "middle  class"  students.  This  would  tend  to  make  private 
colleges  and  universities  into  places  attended  by  very  needy  and  very  affluent  students.  The 
"missing  middle"  is  considered  by  many  observers  a  serious  threat  to  the  viability  and  educational 
effectiveness  of  private  higher  education. 

These  considerations  highlight  the  importance  of  policies  that  might  help  keep  the  costs 
of  private  higher  education  within  reach  of  the  middle  class.  Strong  economic  growth,  and 
policies  to  encourage  it,  would  obviously  be  highly  desirable  in  this  respect,  but  this  is  plainly 
beyond  the  range  of  policy  options  the  higher  education  conununity  or  the  parts  of  government 
directly  responsible  for  higher  education  can  control 

One  set  of  possibilities  involves  direct  Federal  intervention  to  influence  trends  in 
educational  costs,  especially  at  private  colleges  and  universities.  These  policy  options  are 
discxissed  in  detail  in  our  paper  on  "Quality",  and  will  be  only  briefly  reviewed  here.  One  policy 
option  would  be  to  impose  price  ceilings  on  colleges  and  universities,  or,  less  stringently,  to 

^^The  "weak  economy"  scenario  (B2),  however,  has  the  ratio  of  private  to  public  net  price 
falling  slightly,  to  2.28  (because  of  the  importance  of  non-tuition  educational  revenue  at  public 
institutions). 
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legislate  maximum  rates  of  increase  in  prices.  These  policies  raise  considerable  difficulties, 
regarding  possible  threats  to  academic  freedom,  bureaucratic  problems,  and  incentives  for  schools 
to  set  up  accounting  systems  that  evade  the  intent  of  the  controls.  Perhaps  most  importantly, 
such  regulations  would  in  effect  confer  on  the  Federal  government  the  power  to  determine  the 
directions  of  change  in  program  and  mission  for  all  the  colleges  and  universities  in  the  nation. 
A  second  option  would  be  to  tie  Federal  student  aid  to  institutions*  cost  control  performance. 
However,  as  our  projections  illustrate,  Federal  student  aid  is  not  a  very  important  revenue  source 
for  private  colleges-cspecially  the  more  expensive  private  colleges,  and  it  is  therefore  not  clear 
that  this  sort  of  policy  would  have  much  leverage. 

There  arc  also  some  more  indirect  approaches  the  Federal  government  could  use  to 
influence  cost  trends.  An  important  possibility  here  is  that  of  encouraging  a  better  flow  of 
information  about  the  quality  and  educational  effectiveness  of  college  to  potential  students.  The 
resulting  improvement  in  the  working  of  the  market  should  help  to  ensure  that  high  priced 
institutions  in  fact  deliver  a  product  that  justifies  the  cost,  and  will  tend  to  discourage  schools 
from  Jdnds  of  spending  that  may  serve  simply  to  "signal"  quality  in  the  absence  of  more  objective 
and  reliable  measures.  The  idea  would  be  to  use  Federal  resources  to  encourage  the  provision  of 
publications  analogous  to  "Consumers'  Reports"  for  colleges.  A  second,  somewhat 
counterintuitive  possibility,  is  that  cost  performance  might  be  improved  by  reducing  the 
dependence  of  private  colleges  on  tuition  revenues  for  their  financing.  Although  the  need  to 
attract  enough  "paying  customers"  obviously  can  work  as  a  force  keeping  costs  under  control,  in 
the  higher  education  marketplace  there  is  some  reason  to  worry  that  tuition  dependency  may 
have  the  opposite  effect,  at  least  for  some  categories  of  institutions.  The  need  to  attract  students 
through  expensive  marketing  campaigns  and  the  provision  of  amenities  that  students  value  other 
than  for  their  educational  consequences  may  have  the  effect  of  pushing  up  costs  without  adding 
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commensurately  to  educational  effectiveness.  The  provision  of  Federal  support  which  is  not  tied 
directly  to  the  market  for  students  would  tend  to  ease  this  pressure.  It  is  worth  noting  that  our 
projections  suggest  that  in  our  baseline  projection,  as  well  as  under  circumstances  either  of  a 
weak  economy  or  of  more  rapidly  rising  educational  costs,  the  akeady  considerable  tuition 
dependency  in  private  higher  education  may  be  expeacd  to  rise  further  in  the  years  ahead- 

A  related  and  perhaps  more  realistic  set  of  policy  options  concerns  the  degree  to  which 
the  Federal  government  encourages  or  discourages  cooperation  among  institutions  in  setting 
prices,  aid  policies,  and  spending  policies.  There  is  reason  to  suspect  that,  particularly  at  more 
prestigious  colleges  and  universities,  competition  for  students  focuses  more  on  "quality"  than 
price.  Schools  may  compete,  for  example,  in  offering  more  attractive  dormitories  or  athletic 
facilities,  or  in  "bidding"  for  outstanding  students  through  merit  scholarships.  These  competitive 
practices  may  be  a  significant  factor  in  making  costs  rise.  Federal  policies  which  attempt  to 
discourage  institutional  cooperation  in  the  name  of  preserving  competition  may  then  have  the 
perverse  effect  of  heightening  the  tendency  for  schools  to  engage  in  these  practices.  On  the 
other  hand,  efforts  to  encourage  schcx>ls  to  cooperate,  in  such  matters  as  sharing  facilities, 
limiting  investments  in  "competition-driven  amenities",  regulating  the  award  of  student  aid,  and 
even  setting  prices,  may  result  in  some  restraint  on  cost  increases. 
Sharing  the  Cost  of  Higher  Education^^ 

Futxire  patterns  of  affordability  will  be  influenced  by  the  shares  of  costs  borne  by  different 
groups,  including  state  governments,  private  philanthropy,  institution's  own  resources,  and 
parents,  as  well  as  the  Federal  government.  From  the  standpoint  of  Federal  policy,  it  is 


S'^e  the  valuable  book  of  this  title  by  Bruce  Johnstone  for  a  comparison  of  U.  S.  to 
European  patterns  of  "burden  sharing". 
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important  to  consider  ways  in  which  the  Federal  government  can  influence  the  behavior  of  these 
actors. 

The  bulk  of  the  state  contribution  is  in  the  form  of  a  general  subsidy  to  all  students 
attending  state  institutions  -  a  sticker  price  that  is  a  relatively  small  percentage  of  educational 
cost  This  arrangement  has  two  effects:  a  substantial  gap  in  prices  at  public  relative  to  private 
institutions,  and  little  money  left  over  in  most  states  to  distribute  to  particularly  needy  students. 
How  can  the  Federal  government  affect  state  actions?  One  possibility  would  be  to  tie  Federal 
support  at  state  institutions  directly  to  their  tuition  levels  (Fischer,  1989).  Under  this  proposal, 
schools  would  either  be  rewarded  by  the  Federal  government  for  raising  tuition  (reducing  the 
general  student  subsidy)  or  penalized  for  keeping  tuition  low  (maintaining  a  high  general 
subsidy). 

Charitable  support  for  higher  education  could  be  affected  by  Federal  tax  policy.  Some 
observen  have  argued  that  the  tax  reform  act  of  1986  substantially  reduced  incentives  for 
charitable  giving.  While  the  magnitude  of  these  effects  is  debatable,  there  is  little  doubt  that 
deliberate  Federal  policies  can  substantially  influence  both  the  amount  and  the  destination  of 
charitable  giving. 

Institution-specific  financial  aid  is  currently  influenced  by  Federal  "over-award"  regulations 
in  the  Title  IV  student  aid  programs.  These  regulations  encourage  institutions  to  limit  awards  to 
individual  students  to  the  extent  of  their  need.  The  Federal  government  could  go  further  in  the 
direction  of  influencing  institutions'  aid  policies  by  tying  funding  directly  to  institutions'  aid 
allocations  or  to  the  composition  of  their  student  bodies. 

Recently,  there  has  been  considerable  discussion  of  policies  that  might  encourage  parents 
to  provide  more  resources  for  their  children's  educations.  Proposals  have  focused  on  programs 
that  subsidize  parental  saving  for  college  through  tax  benefits  or  that  encourage  such  saving  by 
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iMuring  parents  against  unanticipated  increases  in  college  costs  (tuition  prepayment  programs). 
Unfortunately,  programs  that  provide  significant  incentives  tend  to  be  quite  costly,  and  to  provide 
substantial  subsidies  for  saving  that  would  have  been  done  even  in  the  absence  of  the  programs. 

Conclusions 

Affordability  of  higher  education  is  a  major  national  concern,  mfluencing  prospects  both 
for  economic  growth  and  economic  justice.  In  this  paper  we  have  examined  long  run  trends  in 
affordability  briefly  and  looked  in  detail  at  more  recent  trends. 

By  examining  a  variety  of  alternative  scenarios  regarding  factors  affecting  future  trends  in 
affordability,  we  have  produced  a  reasonable  sketch  of  likely  future  developments  concerning 
college  costs  and  family  ability  to  pay,  as  well  as  an  analysis  of  the  principal  factors  that  will 
influence  these  future  trends.  Fmally,  we  have  used  this  analysis  to  identify  some  major  concerns 
about  future  affordability,  and  reviewed  Federal  policy  options  for  coping  with  these  potential 
problems.    Our  analysis  by  no  means  supports  the  view  that  we  are  facing  an  immediate  '^crisis" 
in  college  affordability.  Nonetheless,  we  have  identified  some  worrisome  trends  which  argue  for 
close  attention  to  this  issue  and  a  seriotis  examination  of  alternative  policies. 
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This  approach  is  vulnerable  to  several  strong  objections.  First,  this  approach  would  make 
the  Federal  government  the  ultimate  arbiter  of  the  question  whether  the  T)est"  of  American 
higher  education  is  "too  good".  In  a  pluralist  society,  it  is  not  at  all  clear  that  we  want  a 
univocal  Federal  answer  to  that  question.  Second,  for  many  high  cost  institutions,  undergraduate 
education  is  only  one  of  many  activities  thej'  undertake,  and  one  that  has  to  struggle  for 
resources  and  attention  with  the  rest.  If  the  revenues  from  that  activity  are  curtailed,  while 
others  such  as  graduate  education,  research  and  consulting  are  not,  there  is  likely  to  be  a 
disproportionate  withdrawal  of  energy  and  resources  from  the  constrained  activity.  This  might 
produce  a  sharper  decline  in  the  effectiveness  of  these  institutions'  undergraduate  efforts  than 
anyone  would  prefer.  Fmally,  the  approach  would  be  a  kind  of  sumptuary  legislation  with  strong 
paternalistic  overtones.  If  families  and  private  donors  want  to  sustain  an  educational  enterprise 
at  a  rather  luxurious  level,  why  should  they  be  prevented  from  doing  so?  It  is  hard  to  imagine 
Federal  efforts  to  regulate  the  prices  of  luxury  cars  or  boats,  yet  even  the  most  costly  higher 
education  seems  less  extravagant  than  those. 

This  last  point  suggests  a  more  limited  direct  Federal  response  to  high  cost  education:  to 
deny  or  limit  Federal  student  aid  to  those  who  elect  to  attend  the  highest  cost  institutions.  The 
argument  here  would  be,  "It's  fine  if  some  family  wants  to  spend  their  own  money  for  Maserati- 
class  education,  but  Tm  darned  if  my  tax  dollars  should  support  it." 

This  outlook  has,  plainly,  a  certain  intuitive  appeal.  The  appeal  is  partly  grounded  in  the 
belief  that  low  income  students  qualify  for  much  more  Federal  zA  by  attending  high  cost 
institutions.  This  belief  is  largely  spurious,  since  most  Federal  aid  is  linked  to  family  income 
levels  rather  than  to  institutions'  charges.  The  fact  is  that  it  costs  the  Federal  government  very 
little,  if  any,  more  to  support  a  student  at  a  high  cost,  highly  selective  institution  than  most  other 
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schools.  The  bulk  of  the  aid  received  by  needy  students  at  high  cost  institutions  is  in  the  fonn  of 
institutional  dLj»unts  and  grants,  rather  than  Federal  support. 

Indeed,  denial  of  Federal  support  for  education  at  high  cost  institutions  would  likely 
result  in  more  rather  than  less  governmental  expenditure  on  the  education  of  the  affected 
students.  For  many  of  these  students  would  likely  enroU  instead  in  state  run  institutions,  where 
state  appropriations  cover  a  substantial  fraction  of  costs. 

The  hope  in  such  a  proposal  might  be,  not  that  these  schools  would  become  macccssible 
to  low  income  students,  but  rather  that  the  schools  would  respond  to  these  rules  by  containing 
their  own  costs.  The  fact  is,  however,  that  Federal  student  aid  support  is  a  relatively  smaU 
income  item  at  the  most  expensive  institutions,  and  its  threatened  loss  would  not  be  an 
overwhelming  consideration  in  the  policies  of  these  institutions. 

A  more  subtle  way  of  using  Federal  aid  support  to  influence  college  costs  would  be  to 
link  some  forms  of  Federal  support,  not  simply  to  the  level  of  an  institution's  spending,  but  to 
the  way  its  money  is  spent.  This  option  would  mvolve  the  Federal  government  conditioning 
eligibility  for  support-which  might  be  student  aid,  research  funding,  or  other  support-on  the 
distribution  of  an  institution's  resources  across  spending  categories.  In  principle,  this  has  real 
attraaions:  imagine,  for  example,  a  school  which  receives  large  amounts  of  Federal  support 
buUding  an  elaborate  new  gymnasium  or  President's  house.  It  would  not  be  unreasonable  to 
argue  that  the  Federal  government  should  judge  that  such  an  institution  could  get  by  with  less 
Federal  funding.  The  difficulty,  however,  lies  in  implementing  a  policy  of  this  kind  even- 
handedly,  and  on  the  basis  of  adequate  information.  The  Federal  government  would  need  to 
become  intimately  involved  in  analyzing  the  detailed  spending  decisions  of  all  institutions 
receiving  Federal  funds-taking  on  an  administrative  and  regulatory  role  that  it  has  systematically 
eschewed.  Such  efforts  would  raise  questions  about  intrusion  on  insiiiutional  autonomy  and.  just 
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as  important,  would  be  very  likely  to  strain  the  resources  and  competence  of  Federal  officials.  It 
is  worth  noting  that  most  Federal  funding  for  higher  education  currently  is  purpose-specific  (as  in 
student  aid  or  research  support)  as  opposed  to  general  block  grants,  such  as  the  states  provide  to 
public  institutions.  Linking  support  to  specific  purposes  works  in  somewhat  the  same  way  that 
tying  aid  to  institutional  spending  patterns  would  do,  by  directing  resources  toward  those 
activities  that  the  government  wishes  to  encourage,  thus  implicitly  discouraging  investment  in 
others. 

Indirect  Stratcpes 

If  direct  Federal  intervention  to  control  college  and  university  costs  and  prices  seems 
unpromising,  as  this  discussion  suggests,  there  may  be  steps  the  Federal  government  could  take 
to  create  an  environment  in  which  better  decisions  about  cost  and  quality  would  be  made. 

Xmprnving  the  Flow  of  Information 

If  potential  consumers  of  higher  education  were  perfectly  informed  about  the 
characteristics  and  the  long  run  benefits  of  attendance  at  particular  higher  education  institutions, 
many  of  the  difficulties  that  concern  us  would  be  less  pressing.  Market  pressures  would  be  more 
effective  in  discouraging  wasteful  spending,  because  consumers  could  readily  detect  spending  that 
was  not  accompanied  by  educational  improvement  At  the  state  level,  if  one  thinks  of  legislators 
as  "constmiers*  of  higher  education,  a  similar  point  would  apply  to  the  allocation  of  public 
subsidies  to  state  run  institutions.  Even  if  improved  information  did  not  slow  rates  of  price 
increase,  the  availability  of  good  information  would  make  it  easier  to  judge  whether  the  increases 
were  educationally  justified.  Indeed,  with  perfect  information,  rapid  price  increases  would  be 
evidence  that  consumers  in  fact  valued  these  expenditures,  and  would  provide  a  fairly  strong 
presumption  that  this  spending  was  justified.  Perfect  information  is,  of  course,  a  daydream,  but 
even  improved  information  could  be  an  important  aid. 
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Both  because  it  is  difScult  for  schools  to  convey  accurate  information  about  themselves 
and  their  competitors  in  a  credible  way,  and  because  the  production  of  information  is  a  public 
good,  there  is  plainly  in  principle  a  role  for  the  Federal  government  in  certifying  educational 
quality  and  disseminating  information  about  educational  alternatives.  Perhaps  the  kind  of 
information  that  would  be  most  useful  is  that  which  would  help  students  gauge  the  "fit"  between 
their  needs  and  capacitiK  and  what  different  schools  have  to  offer.  Such  information  would 
encourage  families  to  make  educational  choices  less  on  the  grounds  of  overall  institutional 
prestige  and  more  on  the  basis  of  how  well  a  school  serves  a  given  student. 

It  is  less  clear  what  praaical  steps  can  be  taken  to  advance  this  gooi.  Markets  for 
commercial  products  suffer  from  the  same  difficulty.  Certain  minimal  characteristics  of  a  product 
can  be  established  through  regulatory  and  certification  processes:  the  medicine  is  very  likely  not 
to  kill  you,  the  car's  wheels  hardly  ever  fall  off.  But  the  kind  of  information  that  really  matters 
in  the  choice  between  products-or  between  educational  institutions-is  often  subtle,  and  in  the 
case  of  higher  education  varies  from  one  individual  to  another.  The  kind  of  information  that 
might  be  generated  by  quantitative  studies  like  those  surveyed  earlier  is  likely  to  be  of  most  use 
in  helping  guide  decisions  among  broad  categories  of  institutions-liberal  arts  vs.  technical,  two 
year  vs.  four  year  college,  and  the  like.  It  is  much  less  likely  that  quantitative  assessment 
measures  could  meaningfully  guide  the  choice  between  similar  schools  in  a  particular  category- 
for  example,  Loyola  vs.  DePaul  in  Chicago,  or  the  University  of  Wisconsin  vs.  the  University  of 
Minnesota. 

For  this  more  detailed  kind  of  choice,  it  might  be  more  useful  to  attempt  to  improve  the 
channels  of  information  colleges  and  students  rely  on  now  than  to  introduce  new  quantitative 
tools.  Thus,  efforts,  such  as  those  that  the  College  Board  has  undertaken,  to  improve  the 
preparation  and  knowledge  base  of  high  school  guidance  counselors  could  be  helpful.  Local. 
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regional  and  consortial  efforts  to  sponsor  college  fairs  and  encourage  other  forms  of  information 

exchange  may  be  of  use  in  this  regard.  There  may  also  be  value  in  encouraging  colleges  and 

universities  to  cooperate  in  the  production  of  guidebooks  on  a  cooperative  basis.  This  might 

encourage  both  schools  and  students  to  focus  on  those  characteristics  of  institutions  that  are 

most  educationally  important,  and  to  downplay  more  superficial  features  that  may  be  useful  in 

grabbing  attention  in  a  competitive  environment.  There  may  be  a  role  for  the  Federal 

government  in  helping  to  support  efforts  by  colleges  to  communicate  more  effectively  and 

informatively  with  high  school  students. 

Modifvinfr  the  Influence  of  Different  Constituencies  on  Institutions'  Quality  and  Cost 
Dccisiops 

We  have  noted  earlier  that  different  constituencies  may  have  differing  conceptions  of 
what  "quality"  is  and  what  sorts  of  expenditure  increases  are  justified.  The  Federal  government 
may  have  some  ability  to  influence  cost  and  quality  trends  by  affecting  the  impaa  of  certain 
constituencies  on  colleges'  and  universities*  decision  processes. 

The  obvious  illustration  of  this,  historically,  is  the  Federal  government's  1972  decision  to 
expand  higher  education  funding  through  the  use  of  portable  student  aid  grants,  rather  than 
direct  institutional  aid.  (Sec  Gladieux  and  Wolanin,  1976)  This  choice  increased  the  effective 
•Voice"  of  students,  and  especially  lower  income  students,  in  the  higher  education  marketplace. 
By  the  same  token,  it  is  sometimes  argued  that  the  large  percentage  of  state  higher  education 
budgets  which  is  funded  directly  by  state  appropriations  reduces  the  influence  of  tuition-paying 
students  on  public  university  and  college  decisions  relative  to  what  it  would  be  if  they  paid  more. 

It  may  well  be  the  case  that  the  strong  influence  of  relatively  affluent  tuition  paying 
students  at  the  more  expensive  private  institutions  has  been  a  force  making  for  higher  prices  in 
that  sector  in  recent  years.  These  institutions  compete  intensively  for  students,  and  have 
clienteles  which  are  relatively  insensitive  to  tuition  levels,  partly  because  families  of  modest  means 
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attending  these  institutions  receive  substantial  institution-based  student  aid  to  oHset  high  tuitions. 
As  wc  have  noted,  patterns  in  expenditure  change  at  these  institutions  seem  consistent  with  this 
part  of  the  market  being  importantly  driven  by  "competition-driven  amenities",  which  may  be  less 
oriented  to  raising  educational  quality  than  to  successful  institutional  marketing. 

On  the  other  hand,  patterns  of  expenditure  change  at  public  universities  suggest  that 
these  institutions  may  be  relatively  unresponsive  to  student  demands:  a  significant  firaction  of  the 
growth  in  their  expenditures  has  gone  to  research  spending  and  institutional  support  while 
comparatively  little  has  gone  to  instruction  and  academic  support 

It  thus  may  be  desirable  to  increase  the  influence  of  students  as  consumers  at  public 
universities  and  to  decrease  their  influence  somewhat  at  the  more  expensive  private  institutions. 
The  former  move  would,  it  can  be  argued,  tend  to  raise  educational  quality  at  the  public 
institutions,  while  the  latter  might  help  to  control  costs  at  private  institutions  with  minimal 
impact  on  quality.  The  Federal  government  fairly  clearly  has  the  ability  to  influence  prices  in 
public  higher  education  by  revising  its  formulas  for  funding  student  aid  (see  the  more  detailed 
discussion  in  McPherson  and  Schapiro,  "AffordabiUty  of  Higher  Education").  Higher  prices  for 
imdergraduates  at  these  institutions  would  tend  to  increase  the  pressure  for  high  quality 
education  there. 

It  is  not  so  clear  that  the  Federal  government  has  a  ready  means  to  decrease  the 
pressures  of  enrollment  competition  that  may  be  leading  to  "excessive"  spending  on  some 
activities  at  private  institutions.  One  policy  response  would  be  to  provide  more  "general  purpose" 
subsidies  to  institutions  which  are  not  closely  linked  to  their  performance  in  recruiting  students. 
Such  subsidies  might  either  be  provided  directly  or  through  increased  encouragement  to  private 
donations.  This  would  tend  to  increase  the  influence  of  faculty  and  administrators  (and  possibly 
trustees)  relative  to  other  constituencies  in  determining  internal  resource  allocation.  The 
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availability  of  such  an  autonomous  revenue  stream  would  presumably  make  these  institutions 
somewhat  less  anxious  about  student  recruitment,  and  would  no  doubt  redirect  spending  decisions 
in  some  measure.  Whether  these  changes  would  be  judged  to  have  improved  "quality",  or 
whether  they  would  result  in  slower  rates  of  cost  increase  is  a  matter  about  which  observers 
might  well  disagree. 

Regtilarinir  Tmritritfnnal  Cooperation 

The  on-going  anti-trust  investigation  of  a  number  of  private  colleges  and  universities  has 
raised  the  question  whether  collegiate  agreements  on  financial  aid  needs  analysis,  and  perhaps  on 
other  matters  (including  price)  may  constitute  a  conspiracy  in  restraint  of  trade.  Without 
commenting  on  the  legal  issues  at  stake  here,  we  do  wish  to  note  that  this  issue  raises  the  broad 
question  of  the  roles  of  competition  and  cooperation  in  promoting  educational  quality  at 
reasonable  cost. 

Many  observers  have  noted  that  the  intensely  competitive  arrangements  in  American 
higher  education  are  unusual  in  the  world:  in  most  countries  higher  education  institutions  are 
largely  nationally  governed  institutions  that  are  heavily  regulated.  (See  Johnstone  1986).  Most 
ooservers  have  further  argued  that  this  competitiveness  is  a  great  source  of  strength  in  American 
higher  education,  and  this  is  surely  plausible  on  the  whole.^* 

At  the  same  time,  it  may  well  be  true  that  in  the  special  circumstances  of  higher 
education,  some  kinds  of  competitive  activities  may  produce  excessive  costs.  This  may  be  true 
when  competition  leads  to  excessive  duplication  of  such  items  as  library  facilities,  high  powered 
computers,  and  the  like.  It  may  similarly  be  true  of  some  forms  of  marketing  and  recruitment 
expense.  Although  it  is  somewhat  aGeld  from  our  central  themes  here,  it  may  also  be  plausible 
that  the  financial  aid  agreements  that  are  a  principal  focus  of  the  Justice  Department 

'Tor  a  recent  and  lively  defense  of  this  claim,  see  RosoN'sk)*.  1989. 
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investigation  have  the  effect,  on  balance,  of  reducing  college  costs  and  increasing  college 
affordability  relative  to  a  situation  in  which  such  agreements  were  outlawed. 

There  is  thus  a  plausible  case  for  the  government  allowing  and  even  encouraging  a  variety 
of  forms  of  institutional  cooperation-activities  of  a  kind  that  are  likely  to  be  discouraged  by  the 
on-going  investigation. 

Options  fof  Tnstitiitions 
Although  the  proper  Federal  role  in  encouraging  greater  quality  is  rather  limited,  this  is 
much  less  the  case  for  institutional  efforts.  CoUeges  and  universities  have  traditionally  devoted 
considerable  energy  to  self-examination  and  to  efforts  at  internal  reform.  However,  many  of 
these  efforts  have  been  unsystematic  and  there  has  been  difQculty  in  drawing  lessons  from  these 
various  institutional  reforms  which  can  be  transferred  among  schools.  In  recent  years,  more 
attention  has  begun  to  be  devoted  to  designing  institutional  reforms  more  systematicaUy  and 
assessing  their  results  in  a  more  controUed  manner.  Although  these  efforts  have  yet  to  bear 
much  fruit,  they  do  suggest  a  promising  avenue  for  institutions  both  to  attempt  to  improve 
quality  and  to  minimize  the  negative  impact  on  educational  quaUty  of  cost  reduaion  efforts. 

It  is  useful  to  divide  these  recent  efforts  into  two  categories.  One  involves  investigation 
of  particular  reforms  in  curricular  content  or  pedagogical  strategies,  attempting  to  determine  how 
most  effectively  to  use  resource  inputs  in  promoting  learning.  The  second  category  of  studies 
involves  organizational  innovations,  attempting  to  restructure  the  incentives  within  institutions  to 
search  for  improvements  in  quality. 

A  widely  cited  example  of  the  first  kind  of  study  is  the  report  of  the  Harvard  Assessment 
Seminars,  an  ongoing  exploration  of  teaching,  learning  and  student  life.  The  studies  involve  a 
combination  of  pilot  groups  and  student  surveys,  aiming  to  discover  factors  that  influence 
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effectiveness  in  teaching  and  learning.  Among  the  findings  are  that  teaching  effectiveness  is 
enhanced  by  the  provision  of  "immediate  and  detailed  feedback  on  both  written  and  oral  work", 
of  "plentiful  opportunities  to  revise  and  improve  their  work  before  it  receives  a  grade",  and  of 
"frequent  checkpoints  such  as  quizzes,  tests,  brief  papers,  or  oral  exams".  A  primary  finding  of 
the  study  is  that  "students  who  work  in  small  groups,  even  when  interacting  with  high  tech 
equipment,  learn  significantly  more  than  students  who  work  primarily  alone."^  Some  reforms 
guided  by  these  findings  might  enable  schools  to  achieve  more  educational  output  from  the  same 
spending  levels,  but  others-such  as  more  intensive  feedback  on  written  and  oral  work-might  call 
for  increased  expenditures. 

Other  studies  on  teaching  effectiveness  are  underway  at  the  National  Center  for  Research 
to  Improve  Postsecondary  Teaching  and  Learning.  Studies  there  have  examined  such  issues  as 
how  to  help  students  develop  thinking  skills,  how  to  help  instructors  prepare  syllabi  and  other 
teaching  materials  effectively,  and  how  to  use  computers  and  other  "high  tech"  equipment 
effectively  in  the  classroom.^^ 

A  different,  and  possibly  complementary,  approach  to  improving  quality  of  instruction  is 
to  modify  the  incentive  structures  within  institutions  to  encourage  a  decentralized  search  for 
productive  innovations.  William  Massy  has  argued  that  two  familiar  practices  in  American  higher 
education  discourage  the  search  for  productivity  improvement  One  of  these  is  "cost-plus" 
pricing,  in  which  tuition  is  set  to  cover  any  anticipated  increase  in  cost.  The  second  is  an 
internal  resource  allocation  process  that  results  in  most  of  the  gains  from  productivity 
improvement  accruing  to  the  "center"  of  the  resource  allocation  process.  If,  for  example,  the 
economics  department  at  a  college  discovers  a  way  to  teach  its  curriculum  effectively  with  only  75 

•^ight  (1990),  pp.  8-9. 
•'NCRIPTAL  Update,  Vol.  Z  No.  2. 

69 


145 


percent  of  the  courses  now  offered,  the  resource  allocation  scheme  in  place  at  most  colleges 
would  reduce  the  staffing  in  economics  proportionately.  The  result  is  that  workload  would  be 
maintained  at  the  previous  level  in  the  department;  the  institution  would  benefit  but  the 

department  would  not. 

Massy  has  proposed  that  univeisities  and  coUeges  could  reform  both  of  these  practices. 
In  place  of  cost-plus  pricing,  he  proposes  that  institutions  should  set  their  prices  in  relation  to 
fanulies'  abiUty  to  pay,  thus  severing  the  link  between  trends  in  cost  and  in  available  tuition 
revenue.  This  would  impose  more  cctemal  discipUne  on  college  cost  increases.  Concerning  the 
second  point.  Massy  proposes  a  number  of  steps  that  would  help  introduce  decentralized 
incentives  for  productivity  improvement  and  cost  control.  One  is  to  decentralize  decisions  as 
much  as  feasible,  giving  control  over  resources  to  those  who  are  best  able  to  judge  trade-offe.  A 
second  is  to  provide  rewards  to  individuals  who  generate  valuable  innovations.  A  third  is  to 
share  with  groups  on  campus  (such  as  departments)  the  gains  that  result  from  productivity 
improvements.  If,  for  example,  the  economics  department  is  able  to  teach  effectively  with  25 
percent  fewer  courses,  the  department's  size  might  only  be  cut  by  10  percent  in  the  short  run, 
permitting  the  effective  workload  of  continuing  members  to  be  reduced.  The  success  of  a  scheme 
of  this  kind  obviously  depends  critically  on  having  reUable  measures  of  teaching  effectiveness. 
Massy  suggests  that  the  sharing  of  resource  gains  between  the  decentralized  unit  and  the  center 
should  vaiy  rystematically  over  time,  so  that  most  gains  would  accrue  to  the  decentralized  unit  in 
the  short  run,  while  over  the  longer  term  more  of  the  gains  would  be  transferred  to  the 

institution  as  a  whole." 

These  two  approaches  might  well  be  complementar>'  in  practice.  If  institutions  and 
groups  within  institutions  are  provided  with  incentives  to  search  for  productivity  improvements. 


"Massy  (1989). 
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they  will  obviously  be  interested  in  learning  the  results  of  investigations  aimed  at  determining  the 
effectiveness  of  particular  strategics  for  improving  teaching  and  learning.  There  may  be  further 
possibilities  for  the  Federal  government  to  encourage  and  support  institutional  efforts  to  improve 
productivity.  One  obvious  channel  is  supporting  research  on  productivity  improvement.  Beyond 
that,  the  government  may,  as  we  noted  above,  have  some  ability  to  target  funding  in  specific 
programs  toward  institutions  that  are  successful  in  raising  productivity,  thereby  adding  to  the 
incentive  for  institutions  to  search  for  productivity  improvement. 

Conclusion 

In  this  paper  we  set  out  to  determine  the  degree  to  which  recent  rapid  incrciases  in 
higher  education  costs  have  served  to  improve  the  quality  of  higher  education.  We  have  noted 
both  conceptual  difficulties  and  empirical  limitations  in  our  ability  to  define  and  measure  quality, 
but  we  have  also  argued  that  there  are  good  reasons  to  investigate  the  issue  carefully:  there  is  no 
reason  to  believe  that  the  "invisible  hand"  of  the  market  is  an  adequate  assurance  of  quality  in  a 
market  with  the  special  characteristics  of  higher  education. 

vOur  survey  of  existing  literature  on  output  measurement  and  the  study  of  input-output 
relationships  in  post-secondary  education  reveals  that  this  work  is  still  at  an  early  stage. 
Nonetheless,  certain  links  between  a  variety  of  inputs  and  student  and  institutional  outcomes 
have  been  at  least  tentatively  established.  For  instance,  certain  types  of  institutional  expenditures 
appear  to  affect  student  satisfaction,  labor  market  success,  learning  gains,  and  progression  to 
graduate  school. 

In  our  analysis  of  changes  in  expenditures  over  time,  we  found  that  at  many  categories  of 
institutions  major  increases  of  exj^enditures  were  directed  toward  areas  which  appear  to  be 
quality-related.  At  the  same  tims.  v^ithin  certain  categories  of  institutions,  major  budgetan^ 
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increases  were  devoted  to  types  of  spending  that  appear  to  be  largely  unrelated  to  the  quality  of 
undergraduate  instruction.  We  further  found  evidence  that  increases  in  per  student  expenditure 
levels  relative  to  tuition  levels  across  institutions  are  correlated  with  students'  desires  to  attend 
those  institutions.  This  provides  some  evidence  that,  at  least  in  students'  eyes,  expenditures  do 
provide  higher  "quality". 

^  Higher  education  is  an  important  national  investment  It  is  very  important  that  these 
resources  be  used  productively,  and  this  implies  that  it  is  very  important  that  the  spending- 
quality  link  should  be  strong.  We  have  reviewed  a  number  of  possible  Federal  policies, 
attempting  to  assess  their  potential  for  strengthening  the  cost-quality  link.  We  believe  that 
judicious  consideration  of  the  more  promising  among  these  policy  proposals  is  in  the  nation's 
interest 
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UNDERSTANDING  THE  QUALITY  ISSUE 
IN  U.S.  fflGHER  EDUCATION 


Introduction 

The  underlying  motivation  for  this  paper  can  be  stated  in  the  form  of  a  question:  ''Have 
recent  rapid  increases  in  higher  education  costs  been  used  efficiently  to  improve  the  quality  of 
higher  education^  or  have  they  been  spent  wastefuUy  on  academic  bureaucracy,  frills,  or 
improvements  in  quality  whose  value  is  less  than  their  cost?" 

The  question  is  important  in  light  of  the  growing  concern  in  Congress,  in  state 
legislatures,  and  among  parents  and  citizens  that  this  spending  receive  careful  scrutiny.  Even 
leaving  aside  the  opportimity  costs  paid  by  students  through  withdrawal  from  the  workforce, 
higher  education  costs  the  nation  well  in  excess  of  $100  billion  annually.  Although  families  pay 
only  about  a  third  of  this  total,  they  arc  rightly  concerned  that  they  get  their  money's  worth  from 
the  money  they  spend,  and  both  state  and  Federal  governments,  which  account  for  the  majority 
of  the  bill,  are  also  concerned  about  accoimtability.  Attention  focuses  especially  on  the  relative 
handful  of  highly  scleaive  private  colleges  and  universities  who  have  raised  their  prices  unusually 
fast  in  the  1980's  and  who,  while  enrolling  a  tiny  fraction  of  the  nation's  students,  dominate  the 
headlines  on  the  college  cost  issue. 

Our  motivating  question  is,  unfortunately,  much  easier  to  ask  than  to  answer.  Anyone 
who  approaches  this  question  is  confronted  by  serious  disagreement  about  what  quality  is,  and 
equally  serious  problems  in  finding  variables  that  can  be  taken  with  any  degree  of  confidence  to 
measure  important  dimensions  of  quality.  Nonetheless,  we  have  resisted  the  temptation  in  the 
following  pages  to  be  entirely  skeptical  or  neutral  about  judging  the  quality  of  higher  education 
in  the  United  States  and  assessing  policies  to  improve  it. 
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We  proceed  as  follows.  First  we  explore  some  issues  regarding  the  definition  of  quality 
for  a  service  like  higher  education  and  reviews  some  special  features  of  the  higher  education 
marketplace  that  may  lead  to  worries  about  quality.  Second,  we  look  more  closely  at  both 
conceptual  and  empirical  issues  in  measuring  the  quality  of  higher  education,  as  prelude  to  the 
next  section,  which  reviews  the  available  literature  on  links  between  spending  and  quality  in  both 
elementary-secondary  and  higher  education.  We  then  use  data  from  the  Higher  Education 
General  Information  Survey  to  provide  a  fairly  detailed  breakdown  of  expenditure  trends  in 
various  categories  of  institutions  and  attempt  to  link  expenditure  changes  to  changes  in  quality. 
We  also  examine  relations  between  student  choice  and  the  difference  between  educational 
spending  and  the  price  charged  to  students;  our  aim  is  to  see  if  students  behave  as  if  this  subsidy 
is  correlated  with  educational  quality.  Next  we  examine  Federal  policgr  alternatives  followed  by 
policy  alternatives  for  individual  institutions.  Finally,  we  present  our  conclusions. 

Quality  in  Higher  Education:  What  is  it  and  Whv  Worry? 
"Quality"  is  a  notoriously  ambiguoiis  concept  Our  purposes  in  this  section  are,  first,  to 
explore  some  of  the  most  important  ambiguities,  in  order  to  clarify  our  later  discussions  and, 
second,  to  review  some  reasons  for  worry  about  whether  the  higher  education  "market"  is 
adequate  in  its  own  right  to  preserve  a  desirable  level  and  distribution  of  higher  education 
quality. 

What  is  QuaHtv? 

At  least  three  major  issues  arise  in  identifying  what  we  mean  by  quality  in  higher 
education:  heterogeneity,  value,  and  perception. 


Quality  and  HgterogCDdtv 

There  may  be  some  goods  and  services  which  can  meaningfully  and  unambiguously  be 
ranked  from  T>est"  to  Vorst",  but  the  services  of  higher  education  institutions  are  surely  not 
among  them.  Products  that  can  be  so  ranked  are  generally  quite  homogeneous,  and  can  be 
ranked  along  a  single,  measurable  dimension,  such  as  chemical  purity  or  butterfat  content. 

But  colleges  and  universities  are  too  various  in  their  missions  and  clienteles  for  any  single 
dimensional  ranking  to  make  much  sense.  In  fact,  it  is  important  to  notice  that  this 
heterogeneity  is  of  more  than  one  kind. 

First,  most  colleges  and  universities  are  "multi-product  firms",  aiming  to  provide  more 
than  one,  and  often  many,  kinds  of  services.  The  large  state  university,  with  its  concerns  for 
xmdergraduate,  graduate,  and  professional  teaching,  for  pure  and  applied  research,  for  public 
service,  for  semi-professional  athletics,  and  so  on,^  is  the  clearest  example,  but  even  simpler 
institutions  like  community  colleges  or  liberal  arts  colleges  have  multiple  objectives. 

Second,  even  if  we  focus  on  a  single  broadly  defined  function-say  the  improvement  of 
students'  writing  skills-institutions  differ  dramatically  in  the  clienteles  they  serve.  A  team  of 
instructors  who  are  superbly  well  qualified  to  improve  the  writing  performance  of  students  who 
have  completed  four  years  of  honors  level  English  in  high  school  may  be  thoroughly  inept  at 
teaching  basic  grammar  and  usage  to  students  with  poor  high  school  training,  and  conversely.  A 
high  quality  education  for  a  particular  group  of  students  is  one  that  is  well  adapted  to  their 
needs  and  capacities,  thus  frustrating  any  notion  of  a  single  scale  of  quality. 

The  closest  we  can  get  to  a  fully  unambiguous  quality  ranking  is  to  focus  separately  on 
groups  of  schools  with  similar  missions  and  similar  clienteles-or,  where  schools  have  multiple 
missions  or  clienteles,  to  try  to  compare  their  components  separately. 


Quality  and  Value 

Another  "cut"  on  the  quality  issue  requires  distinguishing  these  questions: 

1.  How  well  docs  a  college  do  with  the  resources  it's  got?";  vs. 

2.  "How  great  are  this  college's  resources?" 

Back  in  the  1970's,  we  tended  to  think  that  the  Volkswagen  Beetle  was  a  very  high 
quality  car  in  the  former  sense,  while  the  Mercedes  or  the  BMW  was  plainly  a  "better"  car  than 
the  Volkswagen  from  the  latter  point  of  view.  Various  American  car  companies  at  the  same  time 
devoted  themselves  to  showing  that  simply  putting  a  lot  of  resources  into  a  car  was  not  enough 
to  ensure  high  quality  in  either  of  these  senses.  Question  1  is  often  thought  of  as  the  question 
whether  a  product  or  service  provides  "good  value  for  the  money".  This  is  closely  related  to  the 
notion  of  "productivity":  how  much  output  does  an  institution  get  from  the  resources  it  deploys. 
This  productivity-oriented  notion  of  quality  will  occupy  most  of  our  attention  in  what  follows. 
The  great  advantage  of  this  notion  is  that  it  recognizes  the  potential  for  quality  variation  all 
along  the  higher  education  spectrum:  a  very  wealthy  institution  can  display  low  "quality"  by  using 
its  resources  poorly,  while  even  a  resource-starved  community  college  may  exhibit  high  quality  by 
using  its  resoiirces  well. 

It  should  be  possible,  at  least  in  principle,  to  answer  the  "productivity"  or  "value  for  the 
money"  question  for  schools  that  expend  about  the  same  amount  of  resources  per  student, 
provided  that  they  have  similar  clienteles  and  missions.  Similarly,  if  schools  are  at  least  roughly 
equal  in  cost-effectiveness  (and  have  similar  missions  and  clienteles),  but  differ  substantially  in 
the  resources  they  make  available  per  student,  it  should  be  possible  to  compare  those  schools  in 
terms  of  Question  2.  Thus,  one  would  expect  the  school  that  was  deploying  more  resources  to 
have  smaller  classes,  better  dormitory  furniture,  a  more  industrious  or  learned  faculty  and  the 
like. 


It  is  of  course  no  easy  matter  to  compare  the  cost-effectiveness  of  schools  that  deploy 
different  amounts  of  resourccs-espccially  since  in  reality  there  are  always  some  differences  in 
clientele  and  mission  to  deal  with  as  well.  Putting  those  aside,  it  may  be  meaningful  to  say  that 
one  school,  which  "costs"  society  more,  is,  in  "absolute"  terms,  higher  in  quality  than  another  less 
expensive  school.  But  is  the  extra  expenditure  worth  it-does  the  more  expensive  school  provide 
as  good  or  better  "value  for  the  money"?  To  answer  this  requires  some  sort  of  judgment  about 
what  the  added  quality  is  "worth",  a  judgment  on  which  different  actors  may  disagree. 

In  comparing  schools  with  different  missions  or  clienteles,  it  is  important  to  focus  on  the 
value  added  by  schools,  rather  than  simply  on  the  quality  of  the  students  the  school  attracts.  In 
considering  value  added,  we  mxist  expect  that  the  level  of  resources  a  school  has  available,  the 
degree  of  specialization  of  those  resources  to  students  with  different  aptitudes,  and  the  nature  of 
peer  effects  are  all  important  variables.  The  fact  that  students  have  an  educational  impact  on 
one  another--ser/ing  in  part  as  producers  of  one  another's  educations,  as  well  as  "consumers"— is 
important  to  the  assessment  of  quality. 

Quality  and  the  Eye  of  the  Beholder 

Still  another  complication  in  judging  quality  arises  from  the  fact  that,  even  holding 
constant  mission,  clientele,  and  resources  per  student,  quality  may  be  judged  differently  by 
different  constituencies  that  matter  to  a  college  or  university.  Parents  may  feel  differently  about 
heavy  "homework"  assignments  than  students  do;  alumni  may  have  a  distinctive  view  of  what  good 
teaching  is;  the  public  at  large  may  have  a  stake  in  educating  students  for  citizenship  which  is 
not  felt  so  acutely  by  other  constituencies;  faculty  often  have  a  distinctive  view  of  their 
institution's  mission  and  central  concerns.  A  full  list  of  groups  with  a  stake  in  a  college  s  or 
university's  conduct  would  surely  include,  among  others:  students,  parents,  alumni,  facult\\  staff. 


trustees  or  governing  board  members,  legislators,  and  citizens.  What  quality  is  depends  on  how 
you  perceive  and  why  you  care  about  a  college. 
Reasons  to  Wonv  about  Hidier  Education  Quality 

One  mechanism  that  helps  ensure  that  consumers  ot  a  product  receive  a  level  of  quality 
appropriate  to  what  they  pay  is  the  competitive  forces  of  the  market.  Market  forces  are  by  no 
means  a  guarantee  of  acccpuble  ''quality''  in  regard  to  any  product-  even  if  the  standard  of 
quality  is  taken  to  be  satisfaction  of  consumer  preferences-but  there  may  be  special  reasons  to 
worry  that  market  forces  by  themselves  will  not  adequately  regulate  quality  in  the  special 
circumstances  of  the  U.     higher  education  market  In  this  section  we  review  some  of  the 
principal  reasons  for  this  worry. 

Not-for-PTofit  Status 

Hist  iS  the  absence  at  most  higher  education  institutions  of  a  proOt  motive.  Traditional 
higher  education  institutions  arc  either  run  by  govenmients  or  are  constituted  as  not-for-proOt 
enterprises.  There  are  serious  regulatory  barriers  to  the  accreditation  of  any  would-be  proGt- 
seeking  institutions  that  might  attempt  to  enter  this  market  Non-proGt  private  and  state-run 
institutions  are,  of  course,  not  entirely  free  of  pressure  from  a  'Tx)ttom-line'':  they  must  reliably 
generate  enough  revenues  to  meet  their  expenses. 

StilU  there  are  significant  reasons  why  market  discipline  may  be  attenuated  in  the  non- 
profit environment  One  of  these  is  the  reduced  incentive  for  entry.  In  a  competitive  market,  if 
existing  firms  are  over-charging  or  using  resources  wastefully,  profit  opportunities  are  created 
which  will  induce  entry  of  new  firms.  Since  the  non-profit  form  of  organization  imposes  barriers 
to  extracting  such  profit  opportunities  for  personal  gain,  overly  high  prices  or  excessive  costs  of 
production  will  not  reliably  induce  entr>'.  Internal  incentives  for  policing  costs  may  also  be 
attenuated  by  the  non-profit  form.  In  profit-seeking  firms,  there  is  generally  a  "residual 


claimant"-  who  may  be  an  owncr-mani.gcr  or  the  group  of  stockholders-who  will  receive  as 
personal  income  any  savings  achieved  through  closer  monitoring  of  costs  (ceteris  paribus).  This 
party  has  an  economic  incentive  to  monitor  costs,  reduce  waste,  and  promote  effort  (Alchian  and 
Demsctz,  1972).  Without  such  a  residual  claimant,  the  benefits  of  more  effective  cost  control  are 
spread  diffusely  among  the  participants  in  the  institution-perhaps  through  higher  salaries,  or 
lower  tuitions,  or  expanded  services  to  faculty,  staff  or  students.  This  greater  diffusion  of  benefits 
reduces  the  incentives  for  cost  control. 

It  is  worth  noting  that  these  difBculties  about  measuring  and  enforcing  quality  in  a  not- 
for-profit  regime  do  not,  in  our  judgment,  provide  a  convincing  argument  for  putting  higher 
education  on  a  "for-profit"  basis.  There  are  good  reasons  for  not  holding  higher  education 
institutions  to  a  market-oriented  bottom  line.  Not  only  would  such  a  policy  impose  threats  to 
academic  firedom,  it  would  also  give  consimaers  a  decisive  say  in  decisions  institutions  take  about 
basic  matters  of  educational  policy.  This  would  only  be  justified  if  we  felt  confident  that 
consimiers— in  this  case  students— were  adequate  judges  of  all  the  important  dimensions  of  the 
"product"  they  were  receiving,  and  if  we  further  felt  confident  that  the  interests  of  immediate 
consimiers  adequately  reflected  the  interests  society  takes  in  higher  education.  Not-for-profit 
status  provides  a  "buffer"  between  the  demands  of  student-consimiers  and  the  decisioas  taken  by 
faculties  and  others  involved  in  governing  colleges  and  universities  that  may  be  important  in 
promoting  dimensions  of  quality  that  are  undervalued  by  students.  The  points  made  here  simply 
remind  us  that  these  potential  benefits  of  not-for-profit  status  may  come  at  a  cost. 
Substantial  Government  Subsidies 

Market  pressures  are  further  attenuated  by  the  presence  of  significant  government 
subsidies.  These  are  larger  in  public  than  in  private  higher  education,  owing  to  the  direct 
appropriations  state  legislatures  provide  to  public  institutions-  Moreover,  Federal  subsidies  lo 


both  public  and  private  institutions  largely  take  the  form  of  what  amount  either  to  vouchers  that 
increase  the  ability  of  consumers  to  pay  for  higher  education  (as  with  Pell  grants  and  guaranteed 
loans)  or  to  fee-for-seivice  payments,  as  is  true  at  least  to  some  degree  of  Federal  research 
funding.  These  kinds  of  payments  do  not  undercut  market  incentives  to  the  degree  that  direct 
appropriations  tend  to.  Still,  all  institutions  gain  revenue  benefits  from  special  tax  treatment 
under  Federal  law,  and  many  receive  at  least  some  Federal  grant  money  that  is  not  closely  tied 
to  specific  performance. 

To  the  ortent  that  institutions  receive  general  subsidy  support  to  their  budgets,  they  will 
have  a  reduced  incentive  to  worry  about  responding  to  their  "customers"  effectively  or  to 
minimize  their  costs.  (To  be  sure,  institutions  will  respond  to  the  wishes  of  their  patrons,  but 
there  is  no  guarantee  that  this  "political  marketplace"  will  produce  high-quality  or  efficient 
operations.) 

Low  Price  ElastieitY  of  Demand 

A  special  feature  of  some  (though  not  all)  parts  of  the  higher  education  universe  is  a 
relatively  low  price  elasticity  of  demand.  There  is  considerable  evidence  that  affluent  constmiers 
at  relatively  prestigious  institutions  are  highly  insensitive  to  price  in  deciding  whether  to  attend 
college,  and  fairly  insensitive  to  price  in  deciding  where  to  attend.^  For  institutions  that  believe 
themselves  to  face  this  kind  of  demand  curve,  market  pressure  provides  relatively  little  incentive 
to  keep  prices  under  control.^ 


^See  McPherson  (1978)  and  Leslie  and  Brinkman  (1987). 

-It  is  worth  noting  that  schools  will  only  find  themselves  in  this  situation     facing  a  demand 
curve  with  elasticity  below  one  at  the  prevailing  price  -  if  they  are  not  profit  maximizers.  For 
otherwise  they  could  raise  total  revenue  and  reduce  total  cost  -  hence  increase  profit  -  by 
raising  price  and  reducing  enrollment. 
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A  related  phenomenon  is  the  prevalence  of  non-price  rationing  of  demand  at  selective 
colleges  and  universities.  Because  many  schools  choose  among  their  applicants,  they  are 
generally  in  a  position  to  respond  to  any  decline  in  demand  that  might  result  from  a  price  rise  by 
reducing  their  admissions  standards  somewhat.  Although  schools  are  loathe  to  do  this,  the 
possibility  does  provide  a  safety  valve  that  may  allow  them  to  raise  prices  with  relatively  little 
worry  about  the  impact  on  demand.  Schools'  abiUty  to  do  this  obviously  depends  on 
circumstances.  Recent  news  reports  suggest  that  a  number  of  schools  are  currently  experiencing 
enrollment  shortfalls;  a  continuation  of  this  trend  would  plainly  reduce  their  ability  to  raise 
prices. 

The  Absence  of  Repeat  Purchases 

In  many  markets,  an  important  enforcer  of  quality  is  the  seller's  knowledge  that  her  long 
run  revenue  stream  depends  on  keeping  customers  coming  back.  Any  reduction  in  quaUty  in,  for 
example,  the  "tastiness"  of  a  candy  bar,  that  is  not  matched  by  a  price  reduction  will  be 
"pxmished"  by  consumers'  decisions  to  switch  brands. 

This  is  much  less  of  a  threat  in  the  case  of  higher  education  (or  other  infrequently 
purchased  items  like  heart  surgery  or  houses).  Although  families  may  send  more  than  one  child 
to  coUege  and,  in  principle,  a  sharply  disappointed  student  may  transfer,  the  response  of  the 
market  to  a  decline  in  (what  consumers  perceive  as)  quaUty  is  not  likely  to  be  as  swift  or  sure  in 
this  market  as  in  markets  with  frequent  purchases.^ 


'Schools  that  hope  to  lure  alumni  donations  must  reiy  on  fond  recollections  of  qualitv-.  To 
some  extent  alumni  donations  constitute  a  "repeat  purchase"  or  confirmation  of  continued  high 
quality. 


DifiBcultv  in  ObserviDg  'Value-Added* 

A  Gnal,  and  very  important,  peculiarity  of  the  higher  education  market  involves  the 
difBculty  consumers  experience  in  judging  the  effectiveness  of  the  education  they  are  receiving  or 
have  received*  This  difficulty  has  several  dimensions. 

First,  students  are  important  inputs  to  their  own  education.  A  student,  or  society,  really 
cares  how  much  his  or  her  knowledge,  or  capacities,  were  improved  by  college,  but  the  only  thing 
that  is  (relatively)  easy  to  measure  is  how  good  the  student  was  on  emerging  from  college*  This, 
however,  will  be  a  function  of  the  studcnt*s  qualities  on  entrance  and  of  how  much  effort  he  or 
she  put  out,  as  well  as  of  the  contributions  the  school  made.  Charles  Eliot  of  Harvard  is  reputed 
to  have  explained  that  the  reason  Harvard  was  such  a  great  storehouse  of  knowledge  is  that  its 
freshmen  arrive  with  so  much  and  its  seniors  depart  with  so  little. 

Second,  "quality",  even  as  judged  by  consumers  (leaving  aside  the  views  of  faculty, 
employers,  and  society  at  large)  is  plainly  highly  multidimensional.  Students  may  want  to 
improve  their  employment  skills  as  well  as  their  "liberal"  knowledge,  to  have  a  satisfying  athletic 
experience  and  social  life  as  well  as  good  classroom  learning,  and  so  on.  Any  composite 
judgment  of  a  school's  effectiveness  in  delivering  quality  at  a  reasonable  price  requires  assessment 
on  many  dimensions  that  are  not  easy  to  compare* 

Finally,  "value-added"  is  hard  to  measure  because  investments  in  education  take  a  long 
time  to  mature.  Many  of  the  real  payoffis  to  education  are  found,  if  anywhere,  in  patterns  of 
career  advancement,  in  the  quality  of  work  a  person  performs  and  the  quality  of  leisure  she 
experiences  over  a  lifetime.  This  imposes  real  barriers  to  a  student  judging  the  quality  of  the 
education  he  or  she  has  received,  as  well  as  making  it  difGcult  to  judge  the  quality  of  a  school  by 
looking  at  the  educational  results  for  other  students. 
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In  sum,  we  have  no  reason  to  be  complacent  about  the  quality  of  higher  education,  or  its 
effectiveness  in  using  resources.  There  is  little  reason  to  trust  that  the  "invisible  hand"  is  making 
all  work  out  for  the  best,  nor  are  there  readily  available  definitive  measures  to  let  us  gauge  the 
quality  of  performance. 

Measures  of  Educational  Output* 

Quality  can  usefully  be  understood,  as  we  have  noted  above,  as  depending  on  the  relation 
between  inputs  and  outputs.  One  can  view  a  product  as  high  in  quality,  even  if  it  is  "cheap",  if  a 
good  output  is  obtained  from  the  meager  resources  that  arc  used.  This  is  obviously  different 
from  a  conception  of  quality  that  focuses  simply  on  how  great  the  output  is,  without  attention  to 
cosL  The  former  conception,  for  example,  would  permit  us  to  describe  a  low-cost  community 
college  as  high  in  quality  if  it  is  educationally  effective  with  the  limited  resources  available;  in 
contrast,  a  school  like  Harvard  is  almost  sure  to  be  high  in  quality  in  ths  second  sense  simply 
because  it  has  so  many  resources  at  its  disposal. 

We  will  proceed  at  this  point  to  examine  the  "output"  side  of  the  "input-output" 
relationship:  what  are  the  important  dimensions  of  higher  education  output,  and  how  might  they 
be  measured? 

Think  about  how  we  could  describc-or,  ideally,  measure  -the  contributions  a  particular 
college  or  university  makes  to  the  well-being  of  society.  Some  schools  make  large  contributions 
through  their  research  efforts  or  through  contributions  to  their  communities,  but  we  focus  here 
primarily  on  the  impacts  colleges  make  on  the  lives  of  their  students.  Certainly  the  most  obvious 
"product"  of  the  university  or  college  is  "college  graduates",  and  the  key  question  is  how  the 


Tarts  of  this  section  draw  on  McPherson  and  Schapiro  (forihcoming). 
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college  experience  affects  graduates'  capacities  and  opportunities,  and  how,  in  turn,  those 
influences  affect  society's  well  being. 
Monetary  Returns 

Perhaps  the  most  obviously  signiQcant  impact  of  college  on  students'  lives  (at  least  to  an 
economist)  is  the  earnings  differential  it  permits  them  to  command  in  the  marketplace.  A  good 
deal  of  economic  analysis  has  been  premised  on  this  view  of  the  contribution  of  education  to 
society.  The  key  assumption  here  is  that  more  education  -  what  most  economists  call  investment 
in  human  capital  -  eventually  means  higher  levels  of  production  in  the  workplace-  There  is  a 
massive  literature  on  this  topic,  devoted  mainly  to  estimating  the  effect  of  additional  years  of 
schooling  on  the  occupational  destination  and  earnings  of  workers.  Many  studies  of  earnings 
functions  have  sought  to  improve  on  this  aggregate  measure  by  replacing  years  of  education  with 
some  measure  of  individual  test  scores.^  A  typical  assumption  here  is  that  the  educational 
experience  leads  to  greater  cognitive  skills  which  translate  into  more  productive  workers,  and  that 
test  scores  are  a  better  measure  of  these  skills  than  the  number  of  years  of  schooling. 

Theories  of  the  Educatioii-Eanimps  Relatina^hip 

However,  there  are  problems  in  interpretation  that  accompany  the  analysis  of  the  effects 
of  education  on  wages,  and  these  are  not  limited  to  the  usual  concerns  about  adequately 
controlling  for  backgroimd  factors  such  as  native  ability.  The  finding  that  more  years  of 
education  (or  higher  test  scores)  is  associated  with  higher  earnings  does  not  necessarily  imply 
that  education  makes  people  more  productive  workers.  Obviously,  a  link  between  wages  and  the 
value  of  a  worker  must  be  assumed  and,  even  with  this  assumption,  it  is  not  clear  whether  the 
effect  of  education  is  actually  to  produce  marketable  skills. 


•These  include  Griliche.  and  Mason  (1972V  Hause  (1972V  Hanushek  (1973,  197SV  Taubman 
and  Wales  (1974).  and  Hansen*  Weisbrod  and  Scanlon  (1970). 


An  alternative  hypothesis  for  why  higher  levels  of  educational  attainment  are  often 
associated  with  higher  wages  is  that  the  principal  function  of  education  is  to  screen  for 
individuals  with  the  greatest  motivation  and  innate  ability.*  If  this  were  the  case,  the  private 
returns  to  education  as  indicated  by  increases  in  wages  would  exceed  the  returns  to  society 
because  schools  would  be  merely  identifying  the  more  able  students  rather  than  increasing  their 
slcills.  The  question  of  how  college  matters  to  success  is  an  important  one  and  deserves  some 
further  discussion* 

Empirical  studies  in  the  "human  capital**  tradition  assume  that  education  raises  people's 
incomes  by  making  them  more  productive,  though  typically  they  say  little  about  what  it  is  about 
education  that  has  this  effect-the  college  is  a  'T)lack  box"  from  which  people  emerge  more 
productive  than  before  they  went  in.  Presumably,  the  implicit  story  on  the  hxmian  capital  view  is 
that  education  works  either  by  supplying  people  with  specific  vocational  skills  or  by  improving 
their  more  general  cognitive  and  affective  capacities  in  productivity-enhancing  ways. 

A  contrasting  view  has  been  labeled  the  "screening  hypothesis":  education  works  to  raise 
an  individual's  income  not  by  changing  the  person  at  all,  but  simply  by  identifying  and  certifying 
talents  he  or  she  already  had,  thereby  making  those  preexisting  capacities  more  marketable.  To 
the  extent  that  higher  education  fills  such  a  "credentialing"  function,  it  simply  presents  itself  to 
the  student  as  an  arbitrary  set  of  hurdles  that  must  be  got  past  on  the  way  to  a  career.  This 
perception  is  likely  to  be  highly  destructive  to  the  social  and  political  attitudes  higher  education 
is  supposed  to  promote.  In  Thurow's  apt  phrase,  higher  education  will  seem  a  "defensive 
necessity,"  engaged  in  not  for  its  positive  value,  but  to  avert  the  disastrous  career  prospects 
awaiting  those  without  the  right  credentials.  Students  see  themselves  running  farther  and  faster 
to  get  to  the  same  place  in  the  hierarchy  that  their  parents  occupied. 

*See.  for  example.  Spence  (1973),  Woipin  (1977).  Riiey  (1979).  and  Weiss  (1983k 
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Stai  a  third  view,  a  "radical"  view  associated  especially  with  Bowles  and  Gintis  (1976),  is 
that  education  docs  mdeed  change  people,  but  not  principally  or  most  relevantly  in  cognitive 
ways.  In  this  view,  education  adapts  people  to  specific  roles  in  a  class-divided  society;  in 
particular,  it  socializes  people  into  roles  as  Twsses"  and  as  "workers^ 

Iipplicarinns  for  Social  Returns 

These  contrasting  views  obviously  have  very  different  implications  for  the  soaal 
significance  of  education's  economic  contributions.  In  the  human  capital  view,  education  adds 
straightforwardly  to  the  nation's  wealth.  Because  education  makes  persons  more  productive,  the 
returns  they  receive  from  education  refiect  the  greater  output  they  provide.  If  this  view  is  right, 
education  (both  "lower"  and  higher),  is  a  major  contributor  to  economic  growth.  But  if  education 
mainly  screens  or  filters  people,  its  contributions  to  economic  efficiency  are  less  clear.  Plainly, 
sorting  out  more  productive  and  less  productive  workers  is  worth  something,  but  not  necessarily 
as  much  as  it  costs.  This  is  because  when  one  student  improves  his  or  her  position  by  passing 
through  the  educational  "filter",  the  student  will  be  doing  so  partly  at  the  expense  of  others  who 
are  thereby  pushed  back  in  the  employment  queue,  so  that  the  private  return  to  the  student 
exceeds  the  social  return-  Note  that  these  external  losses  do  not  emerge  under  the  human 
capital  view.  On  the  screening  view,  however,  extending  educational  "ladders"  -  remaining  in 
college,  say,  for  a  job  that  used  to  require  high  school  -  may  not  improve  the  sorting  proce;s  very 
much  while  adding  considerably  to  private  and  social  costs. 

The  screening  hypothesis  thus  suggests  that  educational  investments  may  at  the  margin  be 
economically  dysfunctional  or  pointless,  although  whether  this  is  the  case  depends  on  the  benefits 
of  more  accurate  sorting  of  workers  according  to  ability  and  on  the  costs  of  alternative  screening 
mechanisms.  Interestingly,  the  radical  view  makes  a  different  claim:  educational  investments  are 
highly  functional  within  the  context  of  capitalism,  for  they  not  only  sort  people  among  roles,  but 
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develop  in  them  the  noncognitive  traits  these  roles  demand.  Thus  the  radical  can  concede  that 
education  has  been  vital  for  past  economic  growth  and,  further,  that  educational  socialization  in 
some  form  would  be  needed  in  any  society.  The  critical  edge  arises  in  the  claim  that  the  specific 
roles  themselves  are  dysfunctional:  educational  socialization  for  capitalism  is  limiting  and 
alienating,  when,  in  a  society  with  a  different  social  structure,  it  could  be  liberating. 

The  choice  among  these  views  is  remarkably  resistant  to  empirical  resolution,  in  part,  no 
doubt,  because  each  contains  some  truth  as  a  description  of  American  higher  education.  Surely, 
as  human  capital  theory  claims,  some  forms  of  higher  education  develop  in  people  cognitive  traits 
of  real  social  and  economic  value;  as  advocates  of  the  screening  hypothesis  contend,  education 
serves  in  part  to  test  for  and  to  certify  preexisting  traits;  and  finally,  as  the  ra^iicals  claim,  some 
aspects  of  higher  education  serve  more  to  reconcile  people  to  their  place  in  existing  social 
arrangements  than  to  foster  their  own  development. 

A  simple  step  beyond  this  conception  of  the  value  of  education-more  years  of  education 
being  linked  to  higher  incomes— would  be  to  hypothesize  a  link  between  quality  of  education  and 
eventual  earnings.  On  the  "human  capital"  version  of  this  story,  more  "effective"  colleges  add 
more  to  their  students'  cognitive  capacities  and  hence  to  their  economic  productivity,  thus 
producing  higher  eventual  earnings.  But  a  screening  interpretation  is  a  lively  possibility  here  as 
well:  what  "good"  schools  (as  conventionally  defined)  may  do  is  to  select  both  for  admission  and 
for  degree  completion  students  who  have  more  capacity  to  be  productive.  If  this  is  what  is  going 
on,  students  will  find  it  worthwhile  to  pay  premium  prices  to  attend  "high  quality"  colleges,  but 
the  essential  service  the  college  performs  is  not  to  make  the  student  more  productive  but  to 
certify  her  high  productivity.  The  private  returns  to  students  from  obtaining  such  certificates  will 
exceed  the  social  returns  (although  whether  they  exceed  the  social  costs  depends  on  a 
comparison  of  alternatives).  Alongside  these  difficulties  stand  doubts  about  the  assumption  that 
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wage  differences  are  a  good  measure  of  differences  in  the  social  contribution  of  different  jobs.  It 
is  commonly  acknowledged  that  some  specific  careers  which  deserve  to  be  valued  highly  by 
society  are  nonetheless  among  the  lowest  paid. 
Non-MoDCtaiv  Returns 

Wage  gains  arc,  for  these  and  other  reasons,  obviously  a  highly  indirect  and  imperfect 
indicator  even  of  the  economic  contributions  of  education.  Recently,  there  has  been  considerable 
interest  in  more  direct  measures  of  the  effect  of  higher  education  on  student  learning,  often 
relying  on  standardized  tests.  Good  measures  of  the  changes  that  actually  occur  in  student 
capacities  through  college  would  be  very  helpful  in  understanding  just  why  college  graduates  earn 
more  than  others.  Institutions  interested  in  measuring  how  much  their  students  have  learned  can 
contrast  the  results  of  standardized  tests  of  their  seniors  with  those  from  other  institutions  but,  of 
course,  if  the  entrance  standards  differ,  this  comparison  is  meaningless.  The  best  way  to  control 
for  prc-matriculation  quality  is  to  test  the  students  early  on  and  use  these  results  as  a  basis  for 
comparison  with  later  tests.  This  is  what  has  been  done,  for  acample,  at  Northeast  Missouri 
State  University,  an  institution  that  has  been  at  the  leading  edge  of  the  assessment  movement  in 
this  country.  Even  this  sort  of  measure,  of  course,  is  unable  to  distinguish  college  effects  from 
the  simple  effect  of  aging  on  maturity  and  hence  test  performance. 

Standardizrrf  T«t^ 

Some  of  these  standardized  tests  are  remarkably  ambitious  in  the  range  of  educational 
accomplishments  they  aim  to  measure.  The  American  College  Testing  Service,  for  example,  has 
a  broader  evaluation  tool  called  the  College  Outcomes  Measures  Program  s  Assessment  (COMP) 
which  has  been  used  by  over  250  colleges  and  universities  in  the  U.S.  The  COMP  assessment 
has  three  options  -the  composite  exam,  the  objective  test,  and  the  activity  inventor}'.  The 
composite  exam  covers  three  "process"  areas  -  oral  and  written  comn^unication,  problem  soKdng, 
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and  clarifying  social  values  -  and  three  "content"  areas  -  functioning  within  social  institutions, 
using  science  and  technology,  and  using  the  arts.  The  objective  test  covers  the  same  areas  except 
that,  unlike  the  composite  exam,  it  contains  no  oral  section  and  no  essays.  The  activity  inventor}* 
covers  the  same  general  areas  but  is  aimed  at  both  current  students  and  alumni  in  seeking  to 
determine  what  use  they  are  making  of  their  education.  Other  national  organizations  and  a 
number  of  states  are  actively  developing  testing  instruments  that  aim  to  assess  the  amount  of 
learning  accomplished  in  colleges. 

However,  some  observers  doubt  whether  any  standardized  exam  can  be  used  to  measure 
accurately  the  output  of  education.  John  Chandler,  President  of  the  Association  of  American 
Colleges,  has  written  that:  "The  use  of  standardized  tests  holds  great  promise  for  elevating 
minimum  standards  of  student  performance.  But  if  standardized  tests  assume  too  prominent  a 
role  in  an  institution,  they  can  have  a  stultifying  effect  on  teaching  and  learning.  Such  tests  are 
not  well  suited  for  permitting  a  student  to  demonstrate  his  or  her  capacity  for  aesthetic 
judgement,  critical  thinking,  moral  sensibility,  and  other  more  subtle  and  elusive  qualities  of  mind 
and  character/  (1986,  pp.  7-8)^ 

The  criticism  enunciated  above  is  only  one  of  several  that  are  offered  against  an  over- 
concentration  on  standardized  exams.  Another  is  the  fear  that  faculty  members  will  sacrifice 
substance  in  "teaching  to  the  test^  Not  only  is  the  authority  of  the  instructor  undermined  by 
required  standardized  examinations,  but  these  exams  may  encourage  him  or  her  to  gear  the 


'See  Boyer  (1987)  and  Adelman  (19S6)  for  a  similar  argument  and  Wigdor  and  Garner 
(1982)  for  a  comprehensive  discussion  of  issues  in  testing. 
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courec  material  to  the  norms  of  a  general  test,  potentially  sacrificing  the  risk-taking  associated 
with  individual  prerogative.* 
Peer  Evaluation 

An  alternative  to  the  use  of  standardized  tests  as  a  measure  of  the  output  of  higher 
education  is  to  xise  either  outside  cvaluators  or  a  panel  of  on-campus  faculty  members.  A 
popular  complaint  about  U.S.  higher  education  is  that  teaching  and  the  certiOcation  of  learning 
is  usually  Trundled",  that  is,  done  by  the  same  individual.^  The  use  of  a  senior  comprehensive 
examination  or  paper  where  students  are  evaluated  by  a  panel  of  examiners  would  be  a  step  in 
the  direction  of  separating  the  teaching  from  the  testing  functions. 

This  is  not  exactly  a  novel  idea.  Swarthmore  College,  for  example,  has  had  an  external 
examination  system  since  1922  under  which  faculty  from  other  institutions  not  only  grade  a  major 
written  exam,  but  also  give  an  oral  examination.  The  novelty  results  from  the  variety  of  new 
ways  in  which  external  examiners  are  being  used. 

The  Association  of  American  Colleges  is  conducting  an  experiment  (funded  by  the 
Department  of  Education)  in  which  participating  colleges  and  universities  are  grouped  by  threes 
according  to  size,  character,  and  region,  and  faculty  examiners  are  exchanged  among  the 
schools.^^  For  each  school,  a  team  consisting  of  faculty  members  from  the  other  two  schools  in 
the  group  uses  oral  and  written  exams  to  assess  how  well  seniors  have  been  prepared  in  their 
major  field.  The  particular  assessment  tools  as  well  as  the  areas  of  coverage  are  worked  out  in 


^See  Rentz  (1979)  for  evidence  that  this  has  happened  in  states  where  institutional  funding  is 
tied  to  test  results.  On  the  other  hand,  Adehnan  (1986)  argues  that  there  is  nothing  necessarily 
wrong  with  teaching  to  the  test. 

^ee,  for  example.  O'Neill  (1983),  Wang  (1975),  Harris  (1972.  10861.  Troutt  (19^9).  and 
Chandler  (1986).  Boyer  (1987)  provides  an  historical  perspective  on  this  issue. 

'^See  Chandler  (1986). 
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advance  by  the  entire  team.  The  idea  here  is  to  implement  an  assessment  program  that 
recognizes  the  value  of  a  curriculum  within  the  major  that  has  some  degree  of  uniformity  across 
similar  institutions,  but  reuins  a  role  for  individual  autonomy. 
Surveys 

Is  it  possible  to  collert  information  on  those  aspects  of  educational  output  -  leadership 
potential,  moral  integrity,  and  the  ability  to  respond  to  new  ideas  and  opportunities,  for 
example  -  that  cannot  be  measured  on  tests,  from  wage  surveys,  or  from  outside  examiners?  In  a 
series  of  important  and  influential  contributions,  T.W.  Schultz,  the  dean  of  the  human  capital 
':rUool.  has  put  particular  emphasis  on  the  last  of  these  quaUties,  which  he  styles  "the  abiUty  to 
deal  with  disequiUbria-'-to  do  something  different  when  the  occasion  demands."  Education, 
Schultz  suggests,  does  not  so  much  add  to  a  person's  capacity  to  do  particular  things  as  it 
strengthens  his  or  her  emotional  and  cognitive  capacities  to  perceive  and  respond  to  change 
intelligently  and  resourcefully. 

There  are  a  number  of  survey  instruments  that  seek  to  measure  attitudes  and  behavior. 
These  include  eleven  such  surveys  from  ACT,  eight  from  Educational  Testing  Service,  student 
outcome  surveys  from  the  National  Center  for  Higher  Education  Management  Systems,  along 
with  "value  inventories-  that  can  be  used  to  examine  changes  in  student  values  during  their 
academic  careers."  Of  course,  in  order  to  measure  the  effect  of  education,  surveys  should 
usually  be  completed  early  in  the  educational  experience  and  again  at  a  later  point,  although  a 
meaningful  comparison  could  be  made  between  the  results  from  alumni  surveys  from  different 
institutions  as  long  as  their  enrollment  pools  were  similar. 


"See  Schultz  (1971,  1975). 

>^See  Harris  (1986).  Ewell  (1983).  Pace  (1975.  1979.  19S3.  1984).  and  McKenna  (1983) 
discuss  the  formulation  and  anaK-sis  of  student  and  aiumni  surve\'s. 
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Actual  Output  Measures 

It  seems  likely  that  the  mix  of  type  of  benefits  provided  by  different  types  of 
postsecondary  education  is  highly  variable.  It  is  plausible  that  traditional  hl>eral  arts  colleges  put 
greatest  emphasis  on  "non-eccnomic"  components  of  education  and  on  the  longer-run  economic 
components  described  by  Schultz  as  "dealing  with  discquilibria".  Community  colleges,  on  the 
other  hand,  might  be  thought  to  put  most  emphasis  on  shorter-nm  vocational  benefits.  This 
contrast  should  not  be  overdone,  however.  Courses  in  history  and  literature  at  community 
colleges  may,  at  the  margin,  make  important  contributions  to  the  citizenly  capacities  of  students; 
at  least  some  students  at  hT>eral  arts  colleges,  by  contrast,  may  aim  at  and  get  little  more  than 
vocational  advancement  from  their  studies.  In  any  event,  the  actual  mix  of  outputs  is  an 
empirical  question  about  which  we  know  distressingly  little. 

This  discussion  suggests  a  range  of  individual  and  aggregate  output  measures,  some 
relatively  easily  quantified  (such  as  wages)  but  somewhat  ambiguously  linked  to  schooling  effects; 
others  harder  to  measure  (improved  problem  solving  ability)  but  more  immediately  conneaed  to 
schooling.  How  should  we  define  "quality"  relative  to  such  a  range  of  outputs? 

Two  important  cautions  must  be  registered  as  we  examine  the  development  of  appropriate 
quality  concepts  in  this  area*  Hrst,  it  is  important  not  to  confuse  improvements  in  indicators  of 
output  wi*Ji  improvements  in  the  outputs  themselves:  doubling  the  wages  of  college  graduates  by 
fiat  would  not  be  a  social  gain,  whereas  doubling  the  productivity  of  college  graduates,  with  the 
result  that  college  wages  doubled,  would  be  an  increase  in  quality.  Second,  the  multiplicity  and 
the  partial  incommensurability  of  the  various  valued  outcomes  must  be  recognized.  Improving 
the  economic  productivity  of  college  graduates  at  the  expense  of,  say,  their  capacity  for  self- 
expression  or  for  citizenship,  is  not  an  unambiguous  gain.  Only  if  ve  had  a  clear  means  of 
weighing  these  ver^'  different  goods  from  a  social  point  of  vieu'  could  we  make  a  summan* 
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judgment.  In  the  absence  of  such  a  weighting  scheme,  we  may  be  forced  to  limit  ourselves  to 
saying  that  higher  education  is  of  higher  quality  if  it  produces  more  of  at  least  one  valued  output 
without  producing  less  of  any  other  (and  without  using  more  resources);  or,  if  the  system  ijses 
fewer  resources  without  producing  less  of  any  valued  output.  This  is  true,  at  any  rate,  if  we 
adopt  a  definition  of  quality  that  focuses  on  the  effectiveness  with  which  inputs  are  used,  rather 
than  only  on  how  absolutely  high  the  output  levels  are.  Notice  that  these  commensurability 
problems  may  apply  to  the  problem  of  comparing  gains  in  education  across  different  individuals 
as  well  as  making  comparisons  among  different  kinds  of  educational  output.  How,  for  example, 
can  one  compare  the  educational  gain  from  teaching  elementary  algebra  to  one  student  to  the 
educational  gain  from  teaching  elementary  calculus  to  another? 

Of  course,  taken  to  extremes,  these  cautions  could  drive  analysts  of  educational  policy 
into  silence.  For  some  purposes,  for  example,  it  may  be  reasonable  to  weigh  educational  gains 
and  losses  accruing  to  different  individuals  according  to  heir  economic  value— arguing  that  a 
distributional  change  that  raises  one  person's  wage  by  $10  per  hour  at  the  cost  of  a  reduaion  for 
another  person  of  $5  should  be  judged  a  quality  gain.  In  other  cases,  a  more  immediate  metric 
of  cognitive  achievement  may  be  adequate  for  quality  comparisons.  Suppose,  for  example,  that 
resources  could  be  redistributed  in  such  a  way  as  to  reduce  the  scores  of  a  group  of  twenty  high 
achievers  on  some  test  from  650  to  600  while  raising  the  scores  of  a  group  of  two  hundred 
students  from  500  to  550.  Although  one  would  surely  want  to  know  some  details  about  the  test 
before  reaching  a  definitive  judgment,  it  would  be  plausible  to  believe  that  this  change  improved 
educational  quality.  Notice  that  to  make  a  judgment  requires  some  assessment  of  the  marginal 
social  value  of  the  increment  from  600  to  650  compared  to  that  from  500  to  550.  If  the  former 
were  more  than  ten  times  as  great  per  student,  then  the  change  would  reduce  overall  educational 
effectiveness. 


]r,4Tilring  Inputs  to  Outputs" 
An  increase  in  output  -  higher  test  scores,  a  higher  graduation  rate,  etc.  -  is  certainly 
desirable,  but  at  what  cost?  It  is  clear  that  the  achievement  of  high  levels  of  output  does  not 
necessarily  mean  efficient  production  (getting  the  most  out  of  the  least)  and  that  input  use  must 
be  carefully  identified  in  order  to  evaluate  productivity. 
Issues  in  Measuring  Inputs 

One  way  to  begin  a  discussion  of  the  inputs  into  the  educational  production  process  is  to 
return  to  the  previously  mentioned  literature  on  earnings  functions.  The  use  of  years  of 
education  and  test  scores  as  explanatory  variables  was  described  above  but  there  have  been  other 
earnings  analyses  in  which  characteristics  of  individual  schools  have  been  used  instead,^'  These 
include  school  expenditures  and  measures  of  specific  school  resources  and  of  teacher  quantity 
and  quality.     Expenditure  data  may  take  several  forms.  There  are  total  expenditures  which 
include  capital  costs  and  interest  on  debt,  current  expenditures  which  are  limited  to  the  operating 
budget,  expenditures  on  teaching,  expenditures  on  staff,  etc.^ 

Measures  of  school  resources  tend  to  be  in  units  other  than  dollars.  Library  facilities  may 
be  measured  in  thousands  of  books,  classrooms  in  square  feet,  and  absolute  numbers  are  often 
used  for  computers,  administrators,  staff,  etc.  In  terms  of  teacher  characteristics,  number 


"Parts  of  this  section  draw  on  Schapiro,  1988. 

^^ee  Hanushek  (1986)  for  a  summary  of  this  literature.  Sample  studies  include  Wachtel 
(1976),  Johnson  and  Stafford  (1973),  Ribich  and  Murphy  (1975),  Akin  and  Garfinkel  (1977), 
Welch  (1966)  and  Behrman  and  Birdsall  (1983). 

^^Bowen  (1980)  contains  a  detailed  compilation  of  expenditure  data. 
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employed,  average  salary,  degree  level,  experience,  and  test  scores  are  some  of  the  measures  that 
have  been  used 

For  all  of  these  inputs,  the  particular  output  measure  being  examined  dictates  the 
precise  form  in  which  inputs  are  utilized.  For  example,  a  study  of  test  scores  would  likely  put 
the  inputs  in  per  capita  terms  -  faculty  per  student,  staff  members  per  student,  computers  per 
student,  etc.  On  the  other  hand,  if  the  output  measure  were  the  number  of  graduates,  then  the 
number  of  faculty  members,  staff  members,  etc.,  would  normally  be  used  as  inputs. 

The  list  given  above,  while  certainly  not  exhaustive,  provides  an  indication  of  the  key 
inputs  identified  in  the  education  literature.  But  there  are  other  inputs  that  should  be 
considered.      One  such  input  is  the  curriculum.  While  it  is  certainly  difficult  to  quantify,  it  is 
of  obvious  importance  in  the  production  process.  Another  is  the  students  themselves.  It  should 
be  clear  that  adequate  controls  for  student  quality  and  background  are  necessary  conditions  for 
producing  reliable  estimates  of  the  educational  production  function.  Further,  the  opportimity 
cost  of  the  time  of  the  students  reflects  the  use  of  a  scarce  resource  and  should  be  considered. 
Therefore,  the  total  economic  cost  of  education  includes  direct  expenditures  by  schools,  direct 
expenditures  by  students,  plus  the  cost  of  foregone  earnings. 

There  is  obviously  a  major  difference  between  expenditure  data  and  the  use  of  separate 
inputs.  In  some  analyses  of  educational  productivity,  inputs  are  entered  separately  and  the 
contribution  of  each  factor  to  increasing  educational  output  is  estimated.  On  the  other  hand,  it 
is  possible  to  use  a  shorthand  productivity  measure  such  as  the  average  increase  in  test  scores 
per  additional  faculty  member  or  other  input.  Thus,  the  increase  in  test  scores  per  thousand 
library  books,  per  computer,  etc.,  can  be  computed.  This  is  obviously  not  possible  if  inputs  are 
put  into  dollar  terms  and  aggregated.  An  input  measure  such  as  total  educational  expenditures 


subsumes  information  on  the  size  of  the  faculty,  staff,  library,  etc.,  but  does  produce  a  potentially 
useful  sxmunary  measure. 

The  appropriate  treatment  of  inputs  in  terms  of  their  degree  of  aggregation,  depends  on 
the  purpose  of  the  analysis.  K  there  is  a  meaningful  quality  adjusted  output  measure  and  the 
goal  is  to  contrast  productivity  across  institutions,  then  expenditure  data  may  reasonably  serve 
this  purpose.  IL,  on  tbe  other  hand,  the  goal  is  to  assess  the  differential  impact  of  various 
educational  inputs,  they  should  be  included  separately. 
Productjon  Fimction  Analysis 

Economists  use  production  fimctions  in  analyzing  productivity  at  various  levels  of 
aggregation.  Applications  to  the  study  of  education  have  followed  suit  in  examining  the 
relationship  between  inputs  into  the  educational  production  function  and  a  variety  of  outputs. 
However,  the  pursuit  of  ijscful,  realistic  estimates  of  educational  production  functions  has  been 
adversely  affected  by  one  critical  factor,  the  lack  of  a  homogenous  output  measure. 

Studies  of  this  type  in  the  United  States  have  had  to  overcome  the  notoriety  of  an  early 
example,  the  well-known  Coleman  Report"  After  collecting  information  on  a  large  number  of 
students  from  a  variety  of  primary  and  secondary  schools,  the  authors  examined  the  contribution 
of  different  school-specific  inputs  to  student  performance.  Their  much  publicized  finding  (later 
to  be  questioned  in  a  number  of  studies)  was  that  a  large  amount  of  the  variation  in 
performance  among  students  was  attributable  to  differences  in  family  background  and 
characteristics  of  their  fellow  students  rather  than  differences  in  expenditures  and  other  inputs 
that  vary  across  schools." 

***See  Coleman  et.  al.  (1966). 

^'For  criticisms  and  extensions  of  this  study  see  Hanushek  and  Kain  (1972).  Bowles  and 
Levin  (1968).  Cohn  (1972)  and  Cain  and  Watts  (1970). 
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How  far  have  we  come  from  the  Coleman  report?  A  recent  review  of  the  education 
literature  pointed  out  that,  while  there  have  been  a  substantial  number  of  studies  of  the 
production  process  in  elementary  and  secondary  schooling  in  the  United  States,  "Economic 
studies  of  higher  education  have  been  largely  concerned  with  distributional  questions  related  to 
access  and  costs  faced  by  different  groups,  with  government  subsidy  policies,  and  with  attendance 
decisions;  virtually  no  attention  has  been  given  to  production  processes  or  the  analyses  of  specific 
programs."^*  Another  summary  of  U.S.  research  on  higher  education  agrees  that  ''Remarkably 
little  work  has  been  attempted  on  relating  inputs  to  outcomes  in  a  systematic  way 

Evidence  From  Studies  of  Primary  and  Secondary  Education 

Given  the  paucity  of  empirical  results  at  the  ^^el  of  higher  education,  it  seems 
reasonable  to  look  first  at  studies  of  primary  and  secondary  school  education  with  the  aim  of 
determining  whether  either  the  findings  or  the  methodology  appear  to  be  relevant  at  a  more 
advanced  educational  level. 

These  studies  are  divided  between  examinations  of  individual  student  performance  and 
aggregate  performance  of  schools  or  districts.^  Output  measures  are  typically  scores  on  a 


^•Hanushek  (1986),  p.  1143.  He  notes  a  few  exceptions  dealing  with  graduate  school 
education  that  are  discussed  below.  Hanushek  speculates  that  the  lack  of  empirical  studies 
results  from  the  fact  that  the  production  function  approach  has  not  been  widely  accepted,  in  pan 
because  of  the  usual  finding  that  schools  tend  to  be  very  inefficient,  but  also  because  of  the 
general  reluctance  to  do  any  quantitative  evaluation  of  education  and  the  difBculty  in  formulating 
meaningful  productivity  measures.  Bok  (1986)  discusses  reasons  why  the  results  of  serious  studies 
of  educational  outcomes  tend  to  be  ignored  within  the  educational  community. 

^'Bourke  (1986),  p.  16. 

hanushek  (1986)  reports  that,  since  the  Coleman  Report  came  out  in  1966,  147  separately 
estimated  public  school  production  functions  found  in  33  articles  and  books  have  appeared  in  the 
literature.  Samples  include  Beiker  and  Anschek  (1973).  Boardman.  Davis  and  Sanday  (1977). 
Bowles  (1970),  Brown  and  Saks  (1975).  Hanushek  (1971,  1972),  Le\'in  (1976),  Link  and  Ratledge 
(1979),  Peri  (1973),  Ribich  and  Murphy  (1975\  Sebold  and  Dato  (1981\  Summers  and  Wolfe 
(1977)  and  Tuckman  (1971).  See  Hanushek  (1986).  pp.  1160-67,  and  Hanushek  (1981)  for  a 


standardized  test  and  input  measures  include  the  teacher/pupil  ratio,  teacher  education  and 
experience,  and  expenditures  per  pupil. 

The  empirical  results  show  little  support  for  the  importance  of  either  the  teacher/pupil 
ratio  or  teacher  education  and  only  mild  support,  at  best,  for  teacher  experience.  While  higher 
expenditures  per  student  do  seem  on  the  surface  to  be  positively  associated  with  student 
performance,  even  this  result  tends  to  disappear  when  family  background  characteristics  are 
properly  controlled  for.  What,  then,  does  explain  the  variation  in  student  performance  at  the 
primary  and  secondary  school  levels? 

Family  background  variables  such  as  the  education  and  income  of  parents  do  make  a 
difference.  In  addition,  there  is  some  evidence  that  characteristics  of  teachers  other  than  their 
education  and  experience  play  a  role,  especially  their  scores  on  tests  measuring  verbal  ability. 
What  does  all  of  this  mean  for        higher  education? 

In  terms  of  the  results,  it  would  obviously  be  of  considerable  interest  to  see  whether 
school  characteristics  such  as  teacher^tudent  ratios  and  expenditures  per  student  matter  at  the 
post-secondary  level  But  the  greatest  lesson  derived  from  this  literature  may  be  methodological. 
In  any  analysis,  family  background  variables  must  be  adequately  accounted  for  or  the  results  are 
likely  to  be  misleading  (as  was  the  case  with  expenditures  per  pupil  in  some  studies  of  student 
performance  at  the  primary  and  secondary  levels).  Further,  the  output  measure  must  be 
homogeneous.  That  is  why  it  is  more  conunon  to  use  the  results  from  standardized  tests  rather 
than  the  number  of  high  school  graduates,  the  dropout  rate,  or  other  m  *,asures  in  which  the 
quality  dimension  can  not  be  controlled  for. 


discussion  of  the  results  of  these  and  other  studies. 


Studies  of  Post-secondary  Education 

Keeping  these  lessons  in  mind,  it  is  easy  to  see  why  observers  have  concluded  that,  for 
the  moiC  part,  existing  productivity  studies  of  post-secondary  education  in  the  United  States  leave 
a  lot  to  be  desired.  One  study  looked  at  a  large  number  of  colleges  and  universities  in  an  effort 
to  determine  the  relationship  between  various  input  measures,  the  number  of  senior  faculty,  for 
example,  and  output  measures  such  as  the  number  of  fuJl-time  undergraduates.^^  The  results 
indicate  that  there  is  considerable  variation  in  efGciency  across  institutions  of  higher  learning. 
EfScient  institutions  have  far  fewer  senior  faculty  than  the  average  institution  or,  looking  at  it 
from  the  other  direction,  efGcient  institutions  have  far  more  students  for  a  given  nimiber  of 
senior  faculty. 

This  finding  is  not  surprising  given  the  existence  of  intra-industry  productivity  differences 
in  other  sectors  of  the  economy.  In  fact,  a  similar  conclusion  was  reached  in  another  study,  this 
time  of  Ph.D.-granting  chemistry  departments.^  There,  the  effect  of  faculty  and  research 
expenditures  on  the  nimiber  of  graduate  and  undergraduate  degrees  as  well  as  on  the  number  of 
faculty  publications  was  considered.  Again,  productivity  among  departments  was  shown  to  vary 
considerably.    These  studies  used  simple  productivity  measures,  such  as  the  nimiber  of  graduates 
per  faculty  member  or  the  average  cost  per  student,  that  are  readily  available  and  have  been 
used  in  studies  of  educational  productivity  in  other  nations.^  When  these  measures  are 

-'Carlson  (1972). 
^-^ay  (1977). 

^See  Bowen  (1981)  for  a  discussion  of  the  historical  trend  in  cost  per  student  in  the  United 
States.  O'Neill  (1976)  uses  a  unit  cost  measure  as  a  productivity  proxy  and  examines  changes 
over  the  period  1930-1967.  Her  conclusion  is  that  productivity  increases  within  higher  education 
were  less  than  in  other  industries  although  she  cautions  that  the  use  of  a  better,  quality  adjusted 
output  measure  may  alter  this  finding.  Carlson  (1976)  summarizes  several  studies  that  examine 
expenditures  per  student. 


compared  across  countries,  it  appears  that  productivity  in  higher  education  varies  widely  across 
nations  just  as  it  docs  across  institutions  within  a  given  nation.  However,  do  we  really  learn 
anything  from  measures  of  this  sort? 

The  studies  of  U.S.  higher  education  reviewed  above  obviously  suffer  in  comparison  with 
those  of  primary  and  secondary  education  in  their  use  of  an  output  measure  that  is  unadjusted 
for  qualitative  differences.  A  reason  why  so  many  institutions  have  gone  to  so  much  trouble  to 
measure  value-added,  attitudes,  etc.,  is  that  simple  measures  such  as  the  number  of  graduates  can 
not  usually  be  used  to  compare  output  across  institutions  at  a  given  time  or  even  at  a  particular 
institution  over  time.  This  implies  that  productivity  measures  should  be  more  detailed  than,  for 
example,  the  number  of  graduates  per  dollar. 

One  study  uses  an  output  measure  which  docs  a  better  job  of  controlling  for  quality,  the 
number  of  alumni  from  private,  \mdergraduate  colleges  who  went  on  to  receive  Ph,D.  degrees.^ 
Again,  input  measures  reflecting  student  and  faculty  qtiality  as  well  as  expenditures  per  student 
were  tested  in  a  productivity  analysis,  A  number  of  these  variables  proved  to  be  significant 
including  academic  and  administrative  expenditures,  faculty  salaries,  class  size  and  library 
facilities.^  Curiously,  scores  on  standardized  tests  (used  here  as  an  input)  were  shown  to  be 
insignificant  While  this  particular  output  variable  is  rather  limited,  the  attempt  to  control  for 
output  quality  by  concentrating,  presumably,  on  high  quality  graduates,  should  be  applauded. 

A  more  recent  study  of  the  plans  of  graduates  of  elite  institutions  to  attend  graduate 
school  tested  the  effects  of  undergraduate  debt,  sex,  race,  undergraduate  achievement,  family 

^'Dolan,  Jung  and  Schmidt  (1985). 

^In  a  similar  study,  Perl  (1970)  found  that  increases  in  university  expenditures  per 
undergraduate  student  raised  the  proportion  of  graduates  who  eventually  enrolled  in  graduate 
and  professional  schools.  Peri  (1976)  also  found  that  increases  in  the  level  of  instructional 
expenditures  per  student  raised  the  probabilit\'  that  an  undergraduate  would  pursue  a  graduate 
degree. 
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background  and  income  differences  among  undergraduates  as  well  as  variations  in  characteristics 
of  the  undergraduate  institution  on  these  progression  intentions.^  The  results  indicated  that 
strong  academic  performance  as  an  undergraduate  is  an  important  predictor  of  graduate  school 
attendance,  while  debt  was  unimportant.  Graduate  attendance  was  positively  influenced  by 
average  SAT  scores  at  the  undergraduate  institution,  by  attendance  at  a  women's  college 
(compared  to  a  coeducational  institution),  by  attendance  at  a  university  (compared  to  a  liberal 
arts  college),  and  by  location  outside  of  the  Northeast  In  addition  there  are  unidentified 
charaaeristics  of  individual  institutions  that  have  positive  and  negative  effects  even  after 
controlling  for  student  characteristics. 

Studies  of  primary  and  secondary  education  recognize  the  quality  problem  and  normally 
use  test  scores  as  an  output  meastire,  not  the  number  of  graduates.  Does  the  quality  of  post- 
secondaiy  education  vary  less  than  at  lower  levels?  We  think  not,  and  therefore  conclude  that 
productivity  analyses  that  do  not  attempt  to  adjust  their  output  measure  for  differences  in  quality 
are  of  limited  value. 

There  are  some  studies  of  U.S.  higher  education  that  adjust  for  quality  by  examining  the 
effects  on  standardized  tests  of  ,Jfferent  characteristics  within  institutions  and  academic 
departments.  A  pioneering  study  examined  college-wide  test  scores  in  an  attempt  to  identify  the 
important  inputs  from  a  list  of  socio-economic  and  institution-specific  variables.^^  The  results 
indicate  that  institutional  quality  measures  had  little  if  any  impact  on  increases  in  test  scores 
during  the  college  years  once  background  factors  were  included  as  explanatory  variables. 

A  number  of  more  recent  studies  have  concentrated  on  particular  departments.  In  one 
example,  four  areas  -  biology,  business,  math,  and  psychology  -  were  considered  but  no  significant 

"^chapiro,  0*MaIley.  and  Litten  (1990). 
=^Asiin  (196S). 
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associations  between  departmenul  characteristics  and  student  performance  on  these  exams  were 
discovered,^  Another  study  looked  at  learning  gains  of  biology  students  and  found  that  they 
were  associated  with  several  departmental  variables  including  the  number  of  faculty  and  the 
percentage  of  faculty  with  a  doctorate.^ 

Other  analyses  replace  standardized  test  scores  with  results  from  student  surveys.^  In  an 
excellent  example  of  this  type  of  research,  a  series  of  departmental  outcome  measures  within  a 
single  university,  including  student  satisfaction,  graduate  school  admissions  and  employment,  were 
cxamined.^^  An  interesting  finding  is  that  increases  in  student  satisfaction  are  associated  with 
reductions  in  faculty  workload  but  not  with  increases  in  the  amoimt  of  faculty-student  contact. 

A  more  unusual  output  measure  is  the  grade  point  average  (GPA),  One  study,  using 
data  from  one  of  the  campuses  of  the  University  of  California,  adjusted  GPA  scores  for  grading 
differences  across  departments  and  foimd  that  an  aggregate  proxy  for  university  resources 
(average  class  size,  support  services,  etc.)  was  an  important  explanatory  variable.^ 

A  number  of  other  studies  have  concentrated  on  scholarly  output.  One  analysis  found 
that  faculty  publications  were  related  to  several  variables  including  the  percentage  of  nontenured 
faculty  in  the  department.^  Another  looked  at  the  scholarly  output  of  alumni  of  graduate 
programs  in  economics  and  tested  for  the  effects  of  departmental  charaaeristics  such  as  program 


Gannett  and  Centra  (1977). 
^artnett  (1976). 

^ee,  for  example,  Gregg  (1972)  and  Heiss  (1967). 
^^Bare  (1980). 

-McGuckin  and  Winkler  (1979). 
"Dresscl.  Johnson  and  Marcus  (1970).  . 
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size  and  faculty  quality.**  Faculty  research  activity  was  shown  to  have  an  important  positive 
impact  on  the  eventual  publication  records  of  graduate  students  as  does  the  quality  of  entering 
students. 

In  sum,  there  are  productivity  studies  in  which  the  output  variable  is  more  than  just  a 
quantity  measure  that  is  unadjusted  for  quality.  However,  even  here,  the  output  variable  is 
usually  far  removed  from  what  most  people  consider  to  be  the  more  important  outcomes  of 
higher  education  (increased  adaptability,  greater  social  awareness,  etc.).  In  addition,  many  of 
these  analyses  suffer  from  serious  statistical  problems  arising  from  such  factors  as  coUinearity 
among  the  independent  variables,  simultaneous  equations  bias,  heteroscedasticity  (unequal 
variances  due  to  differences  in  the  size  of  institutions  or  departments),  and  the  absence  of 
adequate  controls  for  background  variables.^  The  lack  of  technical  sophistication  probably 
explains  why  so  many  of  these  studies  tend  to  be  ignored  in  the  economic  literature  on  higher 
education. 

Another  form  of  productivity  analysis  is  found  in  the  returns  to  education  literature.  As 
described  above,  monetary  returns  can  be  used  as  an  indicator  of  educational  output  and,  after 
computing  the  rate  of  return  on  educational  investment,  this  can  be  contrasted  with  the  return  to 
other  types  of  investments  within  a  given  country  or  across  several  countries. 

However,  as  was  mentioned  previously,  there  are  many  problems  with  measuring 
educational  output  in  terms  of  the  increase  in  earnings.  The  difQculty  in  controlling  for 
background  factors,  the  assumptions  that  wages  equal  the  value  of  the  worker  and  that  education 
increases  human  capital  rather  than  provides  screens,  and  the  fact  that  certain  jobs  with  relatively 

^Hogan  (1981). 

^'^Chizmar  and  Zak  (1983)  discuss  alternative  wa^^s  to  estimate  educational  production 
functions. 
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low  rates  of  monetary  return  are  of  high  value  to  society  (presumably,  people  who  choose  to 
enter  these  occupations  receive  compensating  differentials  in  the  form  of  high  prestige,  securitv*. 
etc.),  can  be  supplemented  with  other  concerns.      Education  has  a  consumption  element  in 
addition  to  being  a  type  of  investment.  Moreover,  it  creates  positive  externalities  (by  making 
someone  a  better  citizen,  for  example).  Both  of  these  factors  imply  that  private  monetary  returns 
understate  the  returns  to  society.*  In  total,  there  arc  many  good  reasons  to  doubt  whether  a 
productivity  measure  tiiat  uses  earnings  as  a  proxy  for  the  social  returns  to  education  can  be 
used  to  compare  efDciency  levels  among  institutions,  of  higher  learning. 

In  addition  to  tiicse  difGculties,  very  few  studies  of  monetary  returns  to  higher  education 
distinguish  among  schools  according  to  their  characteristics,  or  indices  of  their  quaUty.  The 
standard  assumption  is  that  schooling  experience  can  be  adequately  measured  in  units  of  "years". 
A  pioneering  study  that  departs  from  this  tradition  is  lames,  et  al.,  1988.  In  tiiis  study,  the 
autiiors  draw  on  data  from  the  National  Longitudinal  Survey  of  1972  to  relate  individuals*  labor 
market  experience  to  their  personal  characteristics  and  characteristics  of  the  coUege  tiiey 
attended.  Altiiough  this  study  is  acknowledged  by  the  autiiors  to  be  highly  preliminary,  it  turns 
up  some  interesting  results.  The  study  found  a  positive  relation  between  certain  institutional 
characteristics,  including  size  and  selectivity,  and  measured  returns  to  college.  These  added 
returns,  howcvei-,  seemed  to  be  largely  explained  by  differences  in  patterns  of  majoring  and 
course  seleaion  that  were  correlated  with  these  characteristics.  Interestingly,  the  autiiors  did  not 
find  a  significant  relation  between  institutions'  per  student  educational  and  general  spending  and 
returns  to  college. 


^ee  Cohn  (1972)  for  an  interesting  discussion  of  the  conceptual  and  statistical  limits  to  the 
retums-to-education  approach.  For  a  clear  description  of  the  meihodologj-  involved  in  these 
studies  see  Eckaus  (1973). 
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In  sum,  the  conclusion  cited  above  that  research  on  U.S.  higher  education  has  not  yet 
reached  tne  level  where  a  significant  number  of  productivity  analyses  have  provided  meaningful 
results  seems  entirely  well-fouinded.  Compared  with  the  study  of  inputs  and  outputs,  the  study  of 
the  ratio  of  the  two  is  just  beginning.  The  scattered  evidence  that  is  available  does  point  to  the 
existence  of  meaningful  input-output  relationships.  Among  the  more  intriguing  findings  are 
these: 

•  Progression  to  graduate  school  is  importantly  related  to  characteristics  of  the 
undergraduate  institution  attended; 

•  Although  some  studies  have  found  that  student  test  scores  are  unrelated  to 
characteristics  either  of  the  institution  attended  or  the  major  department,  at  least 
one  study  has  found  that  learning  gains  of  undergraduates  in  biology  are 
associated  with  several  department-level  variables,  and  another  study  has  found 
significant  relationships  between  student  academic  performance  and  departmental 
characteristics  across  departments;  and 

•  Several  studies  have  found  significant  relationships  between  measures  of  student 
satisfaction  and  characteristics  of  the  institution  attended. 

These  resiilts  are  firagmentaiy  and  sometimes  difBcult  to  replicate  across  studies.  The 

appropriate  direction  for  future  research  is  to  incorporate  some  of  the  better  measures  of  output 

discussed  above  into  productivity  studies.  To  do  less  is  to  seriously  undermine  their  relevance. 

Analysis  of  Quality  and  Expenditure  Patterns 
In  this  section  we  draw  on  data  concerning  college  and  university  expenditure  patterns  to 
shed  light  on  issues  of  college  quality.  Ideally,  we  would  want  to  have  data  that  measure  directly 
expenditures  on  the  particular  institutional  characteristics  that  were  identified  above  as  being 
correlated  with  quality.  This  would  allow  us  to  see  to  what  extent  recent  expenditure  increases 
in  U.  S.  higher  education  have  been  devoted  to  improving  characteristics  that  are  linked 
empirically  with  increases  in  educational  output.  Unfonunately,  data  at  this  level  of  detail  are 


i'94 


not  avaflable  on  a  national  basis.  Even  to  develop  reliable  data  at  this  level  of  disaggregation  for 
a  handful  of  institutions  is  extremely  difficult^' 

Available  data  at  the  national  level  permit  us  to  distinguish  only  rather  broad  categories 
cf  expenditures,  such  as  "instruction"  and  "academic  support".  Even  these  broad  categories, 
however,  do  permit  us  to  draw  some  inferences  about  the  degree  to  which  increases  in  spending 
have  been  targeted  on  instruction-related  activities,  and  to  what  degree  they  have  focused  on 
other  aspects  of  institutional  operations.  Although  caution  is  required  in  interpreting  the  results, 
we  believe  the  patterns  reported  on  below  do  support  some  plausible  inferences  about  effects  of 
recent  increases  in  spending  on  educational  quality. 

We  base  the  following  analysis  of  trends  in  spending  on  a  data  set  reporting  financial 
information  on  individual  colleges  and  universities.  The  data  set  was  constructed  by  merging 
three  Federally  maintained  data  sets.  One,  the  Fmancial  Statistics  report  from  the  Higher 
Education  General  Information  Survey  (HEGIS),  describes  the  basic  financial  accounts  of  all 
public  and  private  non-profit  post-baccalaureate  mstitutions  in  the  United  States,  as  well  as  a 
handful  of  "proprietary"  trade  schools  that  are  run  for  profit  The  second,  the  Fiscal-Operations 
Report  and  Application  to  Participate  (FISAP)  data  base,  provides  more  detailed  information  on 
student  aid  spending,  revenues  and  of  the  aided  population  at  colleges  and  universities  which 
apply  for  Federal  assistance  under  any  of  the  so-called  "Campus-Based"  programs  (direct  loans, 
SEOG's,  and  college-work  study).^  The  third,  the  HEGIS  Enrollment  Survey,  reports  full  and 
part  time  enroUment  for  all  institutions,  allowing  us  to  construct  estimates  of  full-time-equivalent 


^'A  project  under  the  supervision  of  Robert  2::emsky  and  William  Massy  is  attempting  to  do 
this  for  several  elite  colleges  and  universities. 

We  are  grateful  to  the  American  Council  on  Education  for  preparing  the  merged  data  set 
for  our  use.  Laurent  Ross  of  the  ACE  was  very  helpful  to  us  in  programming  and  documenting 
the  merge. 

» 
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enrollment,  which  we  use  to  express  the  financial  data  on  a  per  f-t-e  enrolhnent  basis.  We  have 
these  merged  dau  sets  for  all  private  non-profit  and  public  colleges  and  universities  for  the 
academic  years  1978-79,  1983-84,  and  1985-86.  Painstaking  efforts  have  been  made  to  clean  the 
data  set  of  reporting  and  recording  errors.  In  addition,  we  have  dropped  all  proprietary  schools 
fix)m  the  sample  as  well  as  all  schools  with  fewer  than  two  hundred  undergraduates.  The  data 
set  has  been  constructed  as  a  panel,  so  that  only  schools  with  data  for  all  three  observation  years 
are  included. 

Tables  1  and  2  provide  a  simmiary  of  these  data.  They  report  expenditure  information 
for  1985-86,  as  well  as  the  percentage  change  in  each  variable  over  the  1978-79  to  1985-86 
period  (Note  that  in  the  uble  each  academic  year  is  indexed  by  its  ending  yean  for  example, 
1978-79  is  listed  as  1979.)  All  data  are  expressed  on  a  per  student  basis  and  in  constant  1979 
dollars  (using  the  CPI  as  deflator).  Over  this  period,  changes  in  the  Higher  Education  Price 
Index  (HEPI)  paralleled  changes  in  the  CPI  fairly  closely-  HEPI  increased  by  67  percent  while 
the  CPI  increased  by  58  percent. 

The  top  panel  of  Table  1  presents  a  nimiber  of  expenditure  categories  for  different  type 
and  control  of  institutions  for  1985^.  The  second  panel  presents  percentage  changes  in  each 
category  over  the  period,  while  the  bottom  panel  shows  how  the  change  in  each  expendLure 
category  contributes  to  the  overall  increase  in  expenditures  over  the  1978-79  to  1985-86  period. 
The  format  of  Table  2  is  analogous  to  Table  1,  except  that  it  focuses  on  private  universities  and 
four  year  colleges,  and  disaggregates  these  institutions  according  to  their  level  of  endowment  per 
student  in  1978-79. 

Expenditure  categories  are  as  follows.  The  first  column  [netspend]  presents  the  average 
per  f-t-e-  student  value  of  educational  and  general  spending  net  of  student  aid  at  the  various 
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categories  of  institutions.^  "Netspend"  is  then  broken  down  into  the  following  nine  components: 
instruction  and  self-supported  research  [instruct];  sponsored  research  [research];  public  service 
(including  extension  services)  [pubserv];  academic  support  other  than  libraries  (computers,  deans, 
etc.)  [acadsupp];  h'braries  [library];  student  services  (admissions,  registrar,  counseling,  student 
health,  recreation)  [studscrv];  institutional  support  (administration,  accounting,  security,  alumni 
and  development)  [instsupp];  plant  operations  and  maintenance  [opmnexp];  and  a  residual 
category  [other].  The  next  two  columns  divide  student  aid  spending  into  unrestricted  scholarships 
[sclunres]  and  restricted  scholarships  [sclrest].  Additions  to  land,  buildings  and  equipment  (which 
reflea  capital  rather  than  current  expenditures)  are  reported  in  the  final  column  [plantadd]. 

Turning  first  to  the  top  panel  of  Table  1,  we  note  that  in  every  expenditure  category 
except  public  service  the  per  student  values  at  private  universities  far  exceed  those  at  public 
universities.^  In  particular,  instructional  expenditures  at  private  universities  are  71  percent  larger 
than  those  at  their  public  counterparts.  A  comparison  between  private  and  public  four  year 
colleges  produces  a  very  different  result:  most  categories  of  spending  are  quite  similar  (with  the 
exceptions  being  student  services  and  institutional  support,  where  in  each  case  the  privates  are 
substantially  higher,  and  public  service,  where  public  institutions  are  much  higher).  It  is  notable 
that  per  student  spending  on  instruction  is  virtually  identical  at  public  and  private  four  year 
colleges.  At  two  year  institutions,  public  expenditures  on  instruction  exceed  those  at  private 
institutio)is.  Private  two  year  colleges,  however,  spend  much  more  on  student  services  and 
institutional  support  than  do  their  public  counterparts,  so  that  on  balance  per  student  spending  is 

^^e  have  netted  out  student  aid  spending  because  part  of  this  spending  is  directly  "passed 
through"  from  federal  student  aid,  and  the  rest  is  best  seen  as  foregone  institutional  revenue, 
rather  than  as  spending  on  educational  programs. 

"^It  is  possible  that  some  expenditures  at  public  institutions  are  significantly  understated, 
since  in  some  states  costs  of  employee  benefits  (such  as  pension  plans)  may  appear  on  state 
government  budgets  rather  than  institutional  budgets. 
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higher  at  private  than  at  public  two  year  institutions.  In  eveiy  spending  category  except  student 
services,  universiUes  spend  more  than  fiur  year  colleges,  which  in  turn  spend  more  than  two  year 
colleges.  Student  aid  spending  is  substantially  higher  at  every  category  of  private  institution  than 
in  its  public  counterpart.  Plant  additions  are  also  higher  in  private  institutions,  although  the 
differences  are  smaller.  Universities  in  both  sectors  spend  more  than  twice  as  much  per  student 
on  plant  additions  as  do  wo  year  or  four  year  colleges. 

An  examination  of  percentage  changes  in  these  categories  over  time,  shown  in  the  second 
panel,  indicates  that  increases  in  net  spending  at  private  institutions  exceed  those  at  public 
institutions.  Notable  differences  exist  in  rates  of  growth  of  instructional  spending,  student 
services  spending,  academic  support,  and  operation  and  maintenance.  Interestingly,  research 
spending  grew  more  rapidly  at  public  than  at  private  institutions  over  this  period.  Concerning 
scholanjhip  spending,  unrestricted  spending  increased  faster  at  private  than  at  pubUc  institutions, 
while  for  restricted  spending  the  reverse  pattern  obtained.  Spending  on  new  plant  and 
equipment  grew  somewhat  faster  at  private  than  at  public  institutions. 

The  third  panel  provides  an  analysis  of  shares  in  expenditure  growth  that  takes  into 
account  both  the  size  of  a  particular  expenditure  category  and  its  rate  of  growth.  This  share 
analj-sis  is  presented  graphically  in  Figure  1.  At  pubUc  universities,  for  example,  30  percent  of 
the  increase  in  net  spending  over  the  period  was  contributed  by  the  increase  in  instructional 
racpenditure.  The  next  most  important  contributors  were  research  (26  percent)  and  institutional 
support  (17  percent).  The  contribution  of  instructional  expenditures  was  even  larger  at  private 
universities,  where  it  accounted  for  46  percent  of  the  increase  in  net  spending,  while  institutional 
support  provided  15  percent.  Increases  in  research  expenditures  were  far  less  important  at 
private  than  at  public  universities  (8  percent  vs.  26  percent).  Increases  in  instructional 
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Figure  1 .  Share  in  spending  change, 
public  and  private  insts,  1 979-86 
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expenditure  were  also  quite  important  at  public  and  private  four  year  colleges.  However,  the 
largest  contributor  at  public  four  year  colleges  was  institutional  support  (43  percent)-principally 
administrative  expenses.  At  private  two  year  colleges,  institutional  support  again  was  the  largest 
factor  in  cost  growth,  although  instructional  expenditures  was  the  prime  contributor  in  the  case 
of  two  year  public  institutions. 

What  does  this  imply  for  quality?  Drawing  a  link  between  expenditures  and  quality  is 
made  difficult  by  the  degree  of  aggregation  of  the  various  expenditure  categories.  Even  the 
instruction  category  includes  expenditures  on  self-supported  research,  as  well  as  provision  of 
instructional  services.  Such  categories  as  student  services  include  iteLis  Uke  counseling  and 
health,  which  are  clearly  service-related,  with  other  items  like  admissions,  which  may  be  seen  as  a 
marketing  expenditure. 

Still,  the  data  seem  to  warrant  some  conclusions.  On  the  one  hand,  the  relatively  strong 
contribution  of  instructional  expenditures  to  cost  growth  L«  reassuring.  On  the  other  hand, 
looking  at  growth  rates  in  spending,  the  rapid  increases  in  research  spending  and  institutional 
support  at  public  universities  and  four  year  colleges  accompany  relatively  slow  growth  in 
instructional  spending  at  these  institution  types.  It  is  worrying  that  the  contribution  of  research 
expenditures  to  cost  growth  is  almost  as  high  as  instruction  at  pubUc  universities,  and  that  the 
contribution  of  institutional  support  exceeds  that  of  instruction  at  public  four  year  colleges. 
Conclusions  about  quality  at  private  institutions  are  better  made  after  we  turn  to  examination  of 
Table  2,  which  shows  the  effects  of  the  considerable  heterogeneity  among  private  institutions. 

The  top  panel  of  Table  2  shows  that  in  general  the  amount  spent  in  any  expenditure 
category  is  positively  related  to  institutional  wealth  at  both  private  universities  and  private  four 
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year  colleges/*  This  relationship  is  particularly  strong  for  the  important  categories  of  instruction 
and  research.  The  large  differences  in  spending  on  new  plant  are  also  noteworthy.  Indeed,  the 
most  striking  difference  with  regard  to  growth  rates  is  in  the  plant  additions  category,  where 
investment  in  new  plant  has  approximately  tripled  at  the  wealthiest  private  imiversities  and  four 
year  coUeges.  Notice  though  that  at  each  wealth  level,  spending  on  new  plant  has  grown  more 
rapidly  at  universities  than  at  four  year  colleges.  This  may  well  reflect  the  increasing  cost  of 
research-related  capital  investments. 

Turning  to  shares  of  expenditure  growth  (for  a  graphical  analysis,  see  Figure  2), 
instructional  spending  was  an  important  contributor  to  cost  growth  for  institutions  at  all  wealth 
levels.  At  the  least  wealthy  universities,  institutional  support  was  also  a  very  large  contributor  to 
cost  growth,  but  at  other  groups  of  universities,  institutional  support  played  a  much  less 
important  role.  The  contribution  of  instruction  (and  self-supported  research)  at  the  wealthiest 
private  universities  is  noteworthy:  64  percent  of  cost  growth  is  accounted  for  by  this  one  category. 
At  private  four  year  colleges  both  institutional  support  and  student  services  are  important 
contributors  to  cost  growth.  This  growth  presumably  reflects  in  part  the  provision  of  additional 
services  to  students,  but  it  also  reflects  more  intense  marketing  and  fund-raising  efforts  at  private 
institutions. 

A  final  observation  about  these  tables  is  the  following.  Neither  library  expenditure  nor 
spending  on  operation  and  maintenance  of  plant  has  been  a  major  contributor  to  cost  growth. 
Indeed,  growth  in  library  expenditures  per  student  in  many  categories  of  institutions  over  this 
period  barely  kept  pace  with  the  growth  in  the  index  of  costs  of  books  and  periodicals  reported 
in  the  Higher  Education  Price  Index  (9  percent  after  adjusting  for  changes  in  the  CPI).  This  is 


'^There  are  ver\'  few  private  two  year  colleges  v.ith  endowments  above  S4000  per  student,  so 
we  have  not  included  breakdowns  for  this  institution  t^^pe. 
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Figure  2.  Share  In  spending  change, 
private  4-year  institutions,  1979-86 
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somewhat  surprising  in  light  of  the  tendency  of  college  presidents  to  cite  these  costs  in  explaining 
rising  tuition.  Indeed,  ironically,  library  expenditure  is  one  of  the  few  spending  categories  that 
has  been  found  in  the  literature  to  have  a  significant  relation  to  educational  outcomes 
(specifically,  progression  to  graduate  school).  Moreover,  spending  on  both  libraries  and  on  plant 
maintenance  may  be  important  to  preservation  of  quality  in  the  longer  run.  These  data  suggest 
the  possibflity  that  some  categories  of  institutions  may  be  deferring  needed  expenditures  in  these 
areas,  thus  contributing  to  a  potential  quality  problem  in  the  future. 

Another  way  of  assessing  the  significance  of  expenditure  patterns  for  educational  quality 
is  to  examine  the  impact  of  college  expenditure  levels  on  student  enrollment  choice.  Do 
differences  in  the  expenditure  Icvek  of  institutions  translate  into  differences  in  the  perceived 
quality  of  the  institution,  as  revealed  in  students'  matriculation  decisions? 

To  address  this  question,  we  organized  per  student  expenditure  data  by  the  selectivity  of 
institutions.  (For  further  discussion  of  the  definition  of  these  selectivity  categories,  see  Bradburd 
and  Mann,  "The  Market  for  Higher  Education").  Our  four  "selectivity"  categories  are:  highly 
selective,  moderately  seleaive,  less  selective,  and  non-selective.  Specifically,  the  "highly  selective" 
category  consists  of  the  fifty  institutions  whose  students  had  the  highest  combined  verbal  and 
math  SAT  scores;*^  the  "moderately  selective"  category  c^^nsists  of  all  schools,  excluding  the  fifty 
in  the  top  category,  that  admitted  less  than  or  equal  to  60  percent  of  their  applicants;  the  "less 
selective"  category  consists  of  those  institutions  admitting  between  61  percent  and  98  percent  of 
their  applicants;  and  the  "non-selective"  category  is  comprised  of  those  schools  admitting  either 
99  percent  or  100  percent  of  their  applicants.  This  categorization  is  clearly  not  perfect,  but  when 


*^Some  institutions  require  that  appKing  students  provide  SAT  scores  and  others  require 
ACT  scores.  When  we  anaK-zed  the  rankings  of  schools  based  on  the  two  measures  separaieiy 
and  together,  we  concluded  thai  incorporating  ACT  scores  into  our  ranking  procedure  would  not 
have  changed  our  ranking. 
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we  examined  the  lists  of  the  schools  within  each  category  and  their  characteristics,  we  were 
convinced  that  the  categorization  was  appropriate. 

-  .  As  we  stated  above,  we  defined  the  highly  selective  group  to  include  50  institutions.  The 
moderately  selective  group  contains  176  schools;  the  less  selective  group  1296  schools,  and  the 
non-selertivc  group  806  schools.  Having  divided  institutions  into  selectivity  groups,  we  were  then 
able  to  construct  a  three  way  categorization  by  type,  control,  and  selectivity. 

In  order  to  analyze  the  effect  of  expenditure  variation  on  perceived  quaUty  of  institution, 
we  need  to  control  for  differences  in  tuition  and  fees.  To  accomplish  this,  we  define  the 
"subsidy"  provided  by  an  institution  as  the  difference  between  its  per  student  expenditure  level 
and  its  tuition  level.  Our  hypothesis  is  that  students'  decisions  about  where  to  enroU  will  be 
positively  influenced  by  this  subsidy  level,  if  in  fact  greater  expenditures  are  providing  improved 
quality. 

Table  3  shows  the  value  of  the  impUcit  annual  subsidy  for  E&G  activities  received  by  the 
average  student  at  each  category  of  school.  The  data  show  several  clear  patterns.  Examining  the 
annual  subsidy  by  institutional  type,  we  see  that  the  greatest  implicit  subsidy  is  provided  by 
universities,  foUowed  at  a  substantial  distance  by  four  year  and  two  year  coUeges.  The  subsidy  at 
universities,  $10,074  per  year,  is  on  average  more  than  two  and  a  half  times  that  at  both  four 
year  and  two  year  coUeges*';  there  is  no  significant  difference  in  the  subsidy  offered  at  four  year 


'The  true  difference  in  the  average  annual  subsidy  between  universities  and  colleges  may  be 
larger  or  smaUer  than  this.  First,  a  number  of  institutions  that  most  would  regard  as  universities, 
Princeton  for  example,  are  classified  as  "other  four-year  institutions"  under  the  HEGIS 
definitions;  similarly,  a  number  of  institutions  that  most  would  consider  to  be  colleges  are 
classified  as  universities.  Second,  the  E&G  per  student  figures  for  universities  are  an  average  of 
the  per  student  figures  for  undergraduates  and  graduate  students,  including  law.  busmess,  and 
medical  students  in  manv  cases.  Because  E&G  per  student  in  graduate  programs  is  likely  to  be 
higher  than  for  undergraduates,  the  latter  factor  may  tend  to  exaggerate  the  differences  in  per 
student  E&G  between  universities  and  colleges.  Finally,  it  may  well  be  the  case  that  there  are 
differences  in  the  subsidy  per  student  in  the  pro\'ision  of  auxiliary'  services. 
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coUeges  and  two  year  coUeges.  There  are  clear  differences  in  the  subsidy  by  control  categories  as 
well.  The  average  annual  subsidy  at  public  institutions  is  about  $5106,  almost  60  percent  higher 
than  the  average  subsidy  at  private  institutions. 

The  most  mteresting  data  for  our  purposes  relate  to  differences  in  the  annual  subsidy  per 
student  across  selectivity  and  control  categories.  The  average  per  student  annual  subsidy  at  the 
50  highly  selective  institutions  is  about  $10,149  per  year.  The  subsidy  falls  to  $6,237  at  the 
moderately  selective  institutions,  to  $3,726  ai  the  less  selective  institutions,  and  then  rises  slightly 
to  $4,089  at  the  non-selective  institutions.  The  relation  between  subsidy  per  student  and 
selectivity  is  a  very  strong  one:  schools  that  offer  a  higher  subsidy  per  student  attract  a  greater 
number  of  applicants  per  admitted  student. 

Within  selectivity  categories,  there  are  further  differences  by  institutional  type  and 
control.  The  highest  subsidies  are  provided  by  the  highly  selective  private  universities:  $19331 
per  student  per  year.  (Note  that  spending  on  research  is  included  in  the  expenditures  used  in 
computing  the  subsidy.)  The  highly  selective  public  universities  follow  with  an  average  per 
student  annual  subsidy  of  $13,961.  The  moderately  selective  pubUc  and  private  universities, 
respectively,  offer  $9,908  and  $9,782  subsidies.  The  highly  selective  private  four  year  coUeges' 
average  subsidy  is  $5^71,  greater  than  that  of  the  only  highly  seleaive  pubUc  four  year  college, 
William  and  Mary,  whose  subsidy  is  $4307. 

Moderately  selective  private  four  year  colleges  provide  an  average  annual  subsidy  of 
$3,879,  whUe  pubUc  coUeges  in  that  selectivity  category  offer  a  substantially  larger  average  subsidy 
of  $9,935.  A  simUar  pattern  emerges  among  the  less  selective  and  non-selenive  categories:  in 
general,  within  selectivity  categories,  the  annual  subsidy  per  student  is  greater  at  public  than  at 
private  institutions.  Interestingly,  the  smallest  subsidies  are  offered  by  private  less  selective  four- 
year  and  two-year  institutions. 
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These  subsidy  data  may  be  useful  in  understanding  the  process  by  which  students  choose 
which  colleges  to  apply  to  and  attend.  As  we  discussed  above,  expenditure  data  may  provide 
useful  information  on  the  quality  of  services  provided  by  institutions.  Further,  if  resources  are 
not  being  wasted,  we  might  expect  that  students  would  earn  the  highest  return  on  their  own 
educational  expenditures  by  attending  institutions  that  heavily  subsidize  their  education. 

To  be  sure,  there  are  many  factors  that  affect  students'  application  and  matriculation 
decisions,  some  of  which— institutional  financial  aid  for  example—  may  be  of  equal  or  greater 
importance  to  students  than  the  average  educational  subsidy  a  school  provides  to  aU  students.  It 
is  also  likely  that  students  have  incomplete  information  regarding  the  average  subsidies  offered  by 
the  various  schools  to  which  they  are  accepted.  Nevertheless,  we  might  expect  that  all  other 
things  equals  schools'  relative  attractiveness  to  potential  students  should  vary  with  the  educational 
subsidy  they  offer. 

To  test  this  hypothesis,  we  have  chosen  to  use  regression  techniques  to  examine  the 
relation  between  a  schools'  yield  from  admitted  applicants  and  the  annual  subsidy  it  offers.  We 
regard  our  empirical  efforts  to  date  as  an  exploratory  analysis,  and  we  fully  recognize  that  there 
are  numerous  factors  that  we  ignore  in  the  analysis  below,  some  of  which  we  plan  to  consider  in 
later  work.  Ideally,  we  would  want  to  examine  the  relation  between  changes  over  time  in  a 
school's  subsidy  and  its  yield  Unfortunately,  we  only  have  yield  data  for  a  single  year,  and 
therefore  this  analysis  is  limited  to  a  single  cross*section. 

One  problem  that  complicates  our  analysis,  and  that  we  can  not  directly  address,  is  that 
an  institution's  yield  is  affected  by  the  number  of  schools  to  which  a  typical  applicant  applies. 
ThoSy  the  highest  yields  are  found  among  the  non-selective  institutions  because  most  of  their 
applicants  apply  to  only  one  school.  Unfonunately,  we  do  not  have  data  on  the  average  number 
of  schools  to  which  each  institution  s  applicants  applied.  For  this  reason,  and  because  we  think 
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that  there  may  be  other  systematic  effects  of  market  segment  on  yield,  we  try  to  account  for  the 
effect  of  a  schoors  market  segment  on  its  yield. 

In  the  regressions  below,  our  dependent  variable,  the  variable  to  be  explained,  is  YIELD, 
the  ratio  of  an  institution's  matriculants  to  its  admitted  students.  We  employ  a  number  of 
explanatory  variables.  Fust,  SUBSIDY  measures  the  difference  between  tuition  and  E&G  per 
student  exclusive  of  non-restricted  financial  aid  expenditures.  Next,  we  use  dichotomous 
(dummy)  variables  to  indicate  whether  an  institution  is  public  or  private,  with  the  dummy 
variable  taking  a  value  of  1  if  the  institution  is  public  and  a  value  of  0  otherwise.  Similarly,  we 
use  dummy  variables  to  indicate  if  an  institution  is  a  university,  four  year  coUege  or  two  year 
coUege,  and  into  which  selectivity  category  it  falls.  The  dummy  variables  that  appear  in  the 
regressions  below  are  PUBUC,  UNIVERSITY,  4C0LLEGE,  HSELECT,  MSELECT,  AND 
LSELECr.**  Most  of  these  are  self-explanatory. 

Table  4  shows  the  results  of  estimating  these  regression  equations.  Equation  1  in  the 
Table  shows  the  effect  of  regressing  institution  yield  on  institution  subsidy  only.  The  subsidy  is 
indeed  statisticaUy  significant**  as  an  explanatory  variable,  suggesting  that  student  matriculation 
choices  are  sensitive  to  the  annual  subsidy  provided  by  different  institutions.  This  is  of  course 
consistent  with  the  notion  that  expenditures  per  student  may  be  some  rough  proxy  for  quaUty. 


''For  technical  reasons  relating  to  the  regression  technique,  there  are  no  dummy  variables  to 
designate  private  institutions,  two-year  colleges,  and  non-selective  institutions;  the  dummy 
variables  included  in  the  regression  measure  the  change  in  the  yield  that  results  from  havmg  the 
characteristic  indicated  by  a  given  dummy  variable,  aU  other  things  equal,  relative  to  what  it 
would  be  if  the  institution  were  a  private,  two-year,  non-selective  institution. 

''The  value  of  what  is  called  the  t-ratio  for  the  variable  SUBSIDY  allows  us  to  determine 
the  probabilit^'  that  the  coefficiem  of  SU-BSIDY  could  have  its  estimated  value  of  .000297  when 
its  mje  value 'was  zero,  given  the  variability  of  SUBSIDY.  In  this  case,  that  probabilit>'  is  less 
than  or  equal  to  .0001.  or  less  than  one  in  10.000. 


ERIC 


215 


TABLE  4 
Dependent  variable:  YIELD 


variable 


(1) 

parameter  estimate 
(t  for  Ho) 


(2) 

parameter  estimate 
(t  for  Ho) 


INTERCEPT 


63.5888* 
(120.675) 


75.9413* 
(73.402) 


SUBSIDY 


0.0003* 
(4.041) 


0.0004* 
(6.430) 


UNIVERSITY 


-21.7596* 
(-11.630) 


4C0LLEGE 


-12.1458* 
(-11.807) 


PUBLIC 


4.2525* 

(4.760) 


HSELECT 


-20.1970* 
(-7.573) 


MSELECT 


-9.9555* 
(-6.331) 


LSELECT 


-9.3306* 
(-9.557) 


N 


2198 


2198 


F  value 


16.332 


152.628 


R2 


0.0074 


0.3279 


significant  ar  rhe  0.01  level 
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However,  even  though  the  subsidy  is  statistically  significant,  the  R-squared  value  for  the 
regression,  only  .01,  indicates  that  the  regression  equation  has  very  little  explanatory  power, 
explaining  only  about  1  percent  of  the  variability  in  the  yield  across  institutions.  In  effect,  this 
means  that  while  an  institution's  subsidy  does  seem  to  affect  its  yield,  it  certainly  does  not  come 
close  to  fully  explaining  student  choices.  The  low  R-squared  is  not  surprising:  as  we  indicated 
above,  the  educational  subsidy  is  only  one  of  many  factors  affeaing  students'  matriculation 
decisions. 

Equation  2  presents  the  results  of  regressing  YTF.T.D  on  the  subsidy  as  weU  as  the  other 
variables  described  above  that  indicate  the  control,  type,  and  selectivity  category  of  each 
institution.  As  can  be  seen  in  equation  2,  the  subsidy  remains  statistically  significant  in 
explaining  the  percentage  of  a  school's  admitted  applicants  that  choose  to  matriculate.  The 
various  dummy  variables  are  significant  as  weU.  The  coefficients  for  the  variables  UNIVERSITY 
and  4C0LLEGE  indicate  that  universities'  and  four-year  colleges'  yields  are,  respectively,  22 
percent  and  12  percent  lower  than  that  of  two-year  colleges,  all  other  things  equal. 

Equation  2  also  indi'Htes  that,  other  things  equal,  public  institutions  have  higher  yields 
than  private  institutions,  and  that  an  institution's  yield  may  be  expected  to  be  lower  if  it  is  in  a 
higher  selectivity  category.  These  results,  as  well  as  those  relating  to  UNIVERSITY  and 
4C0LLEGE,  may  reflect  differences  among  categories  in  the  average  number  of  schools  to  which 
applying  students  submit  applications.  As  we  indicated  earlier,  we  have  no  data  that  aUow  us  to 
directly  measure  the  effect  of  this  variable  on  an  institution's  yield  from  its  admitted  students. 

The  explanatory  power  of  equation  2  is  surprisingly  high  for  so  simple  an  equation.  As 
shown  by  the  R-squared  value  of  J28,  the  variables  included  in  equation  2  explain  almost  a  third 
of  the  variation  in  institutions'  yield  of  matriculants  from  admitted  students. 


217 


Even  though  the  statistical  analysis  presented  in  Table  4  is  preliminary,  and  omits  a 
number  of  factors  that  one  would  expect  to  affect  matriculation  decisions,  we  believe  our  findings 
to  be  significant* 

The  data  presented  in  Table  3  show  that  there  is  a  relation  between  subsidy  per  student 
and  selectivity.  Further,  given  the  strong  relation  between  selectivity  and  student  ability  as 
measured  by  standardized  tests,  these  data  suggest  that  institutions  that  offer  higher  levels  of 
expenditures  and  subsidy  per  student  have  a  greater  abUity  to  "select"  the  students  they  want 
from  among  applicants  who  score  higher  on  standardized  tests. 

Our  results  further  indicate  that  matriculation  decisions  are  affeaed,  at  least  to  some 
extent,  by  the  educational  subsidy  per  student,  and  by  extension^  by  expenditures  per  student."^ 
Taking  these  various  findings  together,  they  lend  some  support  to  the  hypothesis  that  greater 
educational  expenditures,  in  excess  of  student  charges,  attract  students,  and  therefore  are  at  least 
perceived  by  those  students  as  providing  either  educational  quality  or  amenities  that  students 
value.  These  data  cannot  provide  independent  evidence  about  whether  these  student  perceptions 
are  well  grounded,  nor  can  they  choose  between  educational  improvements  and  amenities  as 
factors  that  attract  students. 

In  sum,  both  the  expenditure  analysis  and  the  yield-subsidy  analysis  point  toward  the 
conclusion  that  much  higher  education  expenditure  is  qiiality-enhancing,  and  that  differences 
across  schools  in  expenditure  levels  reflect  quality  differences.  However,  we  have  noted  that  at 
some  institution  types,  a  substantial  part  of  expenditure  increases  have  been  in  categories  that 
are  not  closely  related  to  instructional  outputs.  Moreover,  the  link  we  have  tentatively 

^  What  are  the  implications  of  this?  Suppose  that  those  responsible  for  setting  tuition 
somehow  intuitively  knew  what  our  regression  equations  reveal.  Other  things  equal,  every  extra 
$1000  of  subsidy  per  student  only  increases  a  schools  \'ield  of  matriculants  by  about  four  tenths 
of  a  percent.  This  is  a  relatively  modest  effect,  suggesting  that  competing  for  students  through 
subsidies  is  rather  difficult. 
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established  between  subsidy  and  student  choice  may  at  least  in  part  reflect  the  attraction  of 
features  of  institutions  that  are  not  closely  related  to  conventional  understandings  of  educational 
quality. 

Plainly,  more  study,  and  the  development  of  data  that  will  permit  more  detailed  analysis 
of  expenditure  categories,  are  caUed  for.  While,  as  discussed  above,  the  empirical  Uterature 
linking  educational  inputs  to  various  outputs  is  at  an  early  stage,  it  is  possible  to  identify 
particular  types  of  expenditures  that  are  linked  to  certain  desirable  outcomes.  Thus,  for  example, 
class  size  (which  is  related  to  spending  on  instruction)  appears  to  be  related  to  progression  to 
graduate  study,  test  scores,  student  satisfaction,  and  earnings;  while  counseling  and  related 
student  support  services  are  linked  to  grade  point  averages.  The  educational  impact  of  other 
categories  of  spending  has  not  been  established  in  the  Uterature  but  would  be  weU  worth 
investigating.  We  can  cite  several  examples  pertaining  to  capital  expenditures  (which,  as  we  note, 
have  grown  rapidly  at  some  categories  of  institutions  in  recent  years).  Is  there,  for  example,  a 
significant  relationship  between  expenditures  on  laboratory  facilities  and  student  learning  in 
science;  between  spending  on  residential  faciUties  and  coUege  persistence;  or  between  investments 
in  computer  faciUties  and  measures  of  student  learning?  A  comparable  range  of  questions  could 
obviously  be  posed  concerning  categories  of  current  spending.  Studies  at  this  higher  level  of 
disaggregation  would  certainly  be  helpful. 

Along  with  econometric  studies  of  more  detailed  data,  case  studies  based  on  data  for 
individual  institutions  would  also  be  valuable.  A  useful  iUustration  is  provided  in  a  study  by 
Michael  O'Keefe  (1987),  which  reported  on  expenditure  trends  and  patterns  iit  six  institutics. 
O'Keefe's  analysis  brings  out  the  great  variation  in  reasons  why  individual  institutions  have 
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allowed  their  costs  to  ris^,  as  well  as  the  imponant  differences  among  different  categories  of 
institutions-such  as  public  vs.  private  and  research  vs.  teaching  emphasis.*' 

Federal  Policy  Options^ 

How  do  the, analytical  perspectives  and  empirical  evidence  developed  above  bear  on 
thinking  about  national  policies  toward  higher  education  cost  and  quality,  especially  at  the 
Federal  level?  In  general,  the  aim  of  reasonable  policies  is  to  try  to  promote  higher  quality  at  a 
given  cost  or  to  economize  on  costs  without  reducing  quality.  We  begin  by  considering  two  basic 
questions:  (1)  is  there  evidence  that  substantial  portions  of  recent  expenditure  increases  have 
been  wasteful;  and  (2)  even  if  expenditures  have  not  been  wasteful  in  the  sense  of  failing  to 
contribute  to  better  education^  have  expenditures  at  some  'sstitutions  simply  reached  a  level  that 
is  beyond  what  the  nation  can  afford-is  the  best  of  American  higher  education  simply  too  good? 
Having  examined  these  questions,  we  go  on  to  consider  possible  strategies  for  direa  Federal 
intervention  to  improve  the  "quality  payofT  of  higher  education  spending  by  containing  cost  or 
price  increases  associated  with  expenditures  only  peripherally  related  to  quality.  Following  this, 
we  consider  more  indirect  means  the  Federal  government  might  employ  to  pursue  these  goals. 
Questions 

Question  1:  Are  substantial  proportions  of  institutions*  spending  on  higher  education 
socially  wasteful,  in  the  sense  that  reductions  in  spending  could  be  achieved  without  impairing 
quality? 

^''O'Keefe's  article  also  rightly  stresses  the  dangers  of  relying  on  HEGIS  data  at  the 
individual  institution  level.  More  aggregated  analyses,  such  as  the  one  we  report  on  here, 
mitigate  these  problems  to  the  extent  that  errors  at  the  individual  institution  level  are 
unsj'stematic. 

^Parts  of  this  section  draw  on  McPherson  and  Winsion  (19SSV 
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Our  analysis  above  suggests  a  mixed  answer  to  this  question.  On  the  one  hand,  student 
enrollment  decisions  respond  positively  to  the  size  of  the  educational  subsidy  they  receive, 
indicating  that,  at  least  from  the  students'  perspective,  these  expenditures  are  quality  enhancing. 
Further,  a  good  portion  of  increases  in  educational  and  general  spending  per  student  are 
allocated  to  instruction  and  instruction-related  expenditure  categories,  suggesting  that  added 
resources  are  being  targeted  at  improved  quality.  On  the  other  hand,  we  have  noted  that  at 
some  categories  of  institutions,  a  sizeable  portion  of  the  increase  in  total  expenditures  (including 
capiul  as  well  as  operating  expenditures)  has  gone  into  new  construction,  and  it  appears  that 
there  have  also  been  substantial  increases  in  marketing  related  expenditures  (for  example,  on 
student  recruiting).  Some  of  this  new  construction  is  surely  directly  related  to  the  instructional 
mission  of  the  institutions,  but  it  is  plausible  that  a  significant  fraction  of  it  has  taken  the  form  of 
"competition-driven  amenities"  such  as  improved  athletic  facilities,  dormitories,  and  the  like.  On 
the  same  lines,  it  is  noteworthy  that  at  public  tmiversities  increases  in  spending  on  sponsored 
research  have  been  a  major  contributor  to  increases  in  educational  costs,  while  expenditures  that 
seem  more  directly  related  to  instruction  have  contributed  relatively  less  to  cost  growth  than  at 
private  institutions. 

Oucstion  2:     Is  the  "best"  of  American  higher  education  too  good? 
Few  critics  of  American  higher  education  would  put  the  point  this  bluntly,  but  the 
question  is  surely  worth  asking.  It  emerges  most  forcefully  with  public  reactions  to  high  cost/high 
selectivity  colleges.  Can  it  really  be  the  case  that  any  college  education  is  worth  $160,000  -  a  fair 
estimate  of  the  cost  of  the  resources  supplied  by  a  college  like  Williams  to  an  average 
undergraduate?  Some  flagship  public  institutions,  sometimes  referred  to  as  the  "Public  Ivies", 
although  not  costing  their  students  nearly  as  much  as  Williams,  also  provide  quite  costly 
undergraduate  educations,  and  legislators  may  wonder  about  the  reasonableness  of  that  spending 
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as  well.  Even  if  all  the  spending  at  these  institutions  were  devoted  to  improving  their 
educational  "excellence",  might  it  be  possible  that  they  are  simply  aiming  at  a  level  of  excellence 
that  is  beyond  what  is  worth  paying  for? 

It's  not  clear  by  what  standard  such  a  question  can  be  answered.  Certainly  a  "market" 
test,  combining  the  willingness  of  families  to  pay  with  the  willingness  of  donors  to  give,  suggests 
that  such  educations  are  seen  by  their  purchasers  and  supporters  as  worth  the  price.  They 
obtain  a  wide  range  of  benefits  from  their  investment  in  college,  from  improved  job  skills  to 
valuable  social  contacts,  from  cultural  enrichment  to  opportunities  to  participate  in  athletic 
programs.  Donors  presumably  gain  satisfaction  from  contributing  to  these  activities  and  from 
being  made  to  feel  part  of  the  college  or  university  enterprise.  Perhaps  one  can  make  a  similar 
statement  about  legislators  or  citizens  who  contribute  to  the  supporting  of  leading  public 
universities. 

It's  natural  to  want  to  duck  the  hard  question  about  whether  these  institutions  are  too 
good  by  transforming  it  Perhaps  these  colleges  and  universities  could  supply  precisely  the  same 
range  of  services  at  lower  costs  through  becoming  more  efBcient  Or  perhaps  their  costs  should 
be  covered  differently-say  by  spending  more  out  of  the  endowment  to  lower  the  cost  to  families 
of  present  education  at  the  expense  of  higher  prices  or  reduced  quality  for  future  generations,  or 
by  shifting  more  costs  to  governments.  However  one  answers  these  questions,  the  more  basic 
question  is  also  worth  keeping  in  focus:  perhaps  these  very  expensive  colleges  and  universities 
really  are  "over  the  top"  in  the  quality  and  variety  of  services  they  attempt  to  provide. 

But  if  this  really  were  the  case,  wouldn't  the  market  let  us  know?  Our  earlier  discussion 
suggests  two  reasons  why  the  market  here  may  not  be  a  fully  adequate  means  of  settling  on 
quality  levels  in  elite  higher  education.  First,  the  student  cost  of  this  kind  of  education  is  heavily 
subsidized,  partly  by  governments  but  mainly  by  donors  in  the  case  of  the  selective  private 
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institutions;  mainly  by  state  governments  in  the  case  of  the  '^public  ivies"*  If  students  and  their 
families  had  to  bear  the  full  costs  of  this  education,  they  would  be  likely  to  search  harder  for 
bargains,  and  thereby  induce  cost  (and  quality)  cutting  pressures.  These  pressures  would  be 
further  increased  if  need-based  student  aid  were  reduced,  since  that  would  increase  the  price 
sensitivity  of  an  important  segment  of  the  market 

This  partial  insulation  of  higher  education  from  the  market  is  a  product  of  conscious 
social  policy;  public  fimds  and  encouragement  to  private  donations  are  provided  because  it  is 
thought  that  families  would  underspend  on  higher  education  without  such  support,  and  because  it 
is  thought  that  educational  priorities  within  colleges  and  universities  should  not  be  too  much 
dictated  by  the  market  But  it  then  becomes  essentially  a  political  and  social  judgment  how 
intense  or  lavish  this  education  should  become:  there  is  no  magic  to  the  levels  of  resource  use  at 
which  we  have  arrived*  Perhaps  the  only  thing  to  be  said  is  that  those  who  genuinely  think  these 
colleges  are  too  good  should  make  some  effort  to  say  precisely  what  they  should  do  less  well  as  a 
way  of  saving  money,  and  be  prepared  to  defend  that  judgment  against  constituencies  for  whom 
those  disfavored  items  are  a  high  priority. 

The  second  weakness  of  the  market  solution  stems  from  the  "signalling"  phenomenon 
discussed  earlier.  Poverty  of  information  about  college  quality  encouragcc  ir",titutions  to  invest  in 
visible,  and  costly,  symbols  of  quality,  one  of  which  is  a  high  price.  This  is,  it  is  important  to 
stress,  not  an  unchecked  process:  if  the  symbols  don't  correspond  to  what  students  discover  when 
they  arrive  on  campus,  that  word  will  eventually  spread.  Still,  the  importance  of  signalling  in  an 
environment  where  schools  are  trying  to  broaden  their  client  base  has  a  dynamic  which  bears  a 
certain  analogj'  to  the  arms  race.  Each  institution  may  wind  up  spending  more  than  it  wants- 
indeed  charging  more  than  it  wants-to  offset  the  signalling  efforts  of  other  schools. 
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To  see  the  problem,  imagine  a  university  that  believed  it  could  deliver  a  better  product, 
from  students*  point  of  view,  at  lower  cost,  through  reorganizing  in  some  ways  and  dispensing 
with  some  conspicuous  expenditures  that  had  little  more  than  cosmetic  value.  How  does  this 
university  get  the  message  out?  Surely  an  announcement  that  you  are  cutting  price,  getting  rid 
of  three  club  sports  and  two  interdisciplinary  programs,  and  replacing  your  IBM  computer  facility 
with  two  mini's,  is  likely  to  send  the  wrong  signal  Saying  that  you  are  taking  these  steps  not 
because  you  are  desperate  for  students  but  because  you  see  ways  to  improve  the  institution's 
quality  by  reflning  its  focus  won't  cut  much  ice-because  that  is  precisely  what  an  institution  that 
was  desperate  for  students  would  say.  The  competitive  dynamic  in  an  information  poor 
environment  clearly  has  aspects  that  bias  institutions  toward  higher  costs  and  prices. 
Policy  OptioDS 

Direct  Federal  Intervention 

One  policy  option  the  Federal  government  could  consider  in  its  worries  about  college 
costs  is  simply  imposing  price  ceilings  or  cost  ceilings  on  colleges  and  universities.  The  hope, 
presumably,  is  that  such  downward  pressure  on  costs  would  force  colleges  and  universities  to 
curtail  the  aspects  of  their  spending  that  are  least  productive.  Few  observers  have  advocated 
anything  so  drastic,  but  it  may  clarify  issues  to  pose  the  matter  directly.  Such  action  might  also 
raise  constitutional  questions,  which  we  are  not  competent  to  judge,  but,  those  worries  aside,  is 
this  approach  at  all  feasible  or  attractive? 

The  idea  of  the  Federal  government  literally  stipulating  prices  and/or  expenditure  levels 
for  the  more  than  3500  non-proGt  and  public  colleges  and  universities  is  prima  facie  absurd. 
Besides  posing  enormous  bureaucratic  difficulties,  such  a  step  would  fly  in  the  face  of  traditions 
of  decentralization  and  pluralism  in  American  higher  education. 
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Two  alternatives  to  this  blunderbuss  approach  are  not  so  categorically  unworkable.  One 
would  be  to  legislate  maximum  rates  of  increase  in  costs  or  prices  for  all  institutions.  Any  such 
action  always  raises  complications  regarding  measurement-which  expenditures  count;  are  prices 
per  credit  hour  or  per  semester,  and  so  on.  Any  price  control  system  sets  up  incentives  for 
sellers  to  do  the  accounting  in  ways  that  evade  the  intent  of  the  controls;  although  not  serious  in 
the  short  run,  such  distortions  become  cumulatively  more  distorting  as  time  goes  on. 

A  more  serious  problem  is  that  controls  that  were  tight  enough  to  be  binding  on  either 
price  or  cost  would  involve  the  Federal  government  quite  deeply  in  the  setting  of  educational 
priorities  for  the  naUon's  insUtutions.  Hther  expenditure  or  price  controls  would  make  it  very 
hard  for  individual  institutions  to  change  their  missions  and  programs  substantiaUy,  unless  there 
were  a  system  in  place  for  providing  approved  exceptions  to  the  limitations.  But  any  board 
empowered  to  rule  on  such  exceptions  would  in  effect  have  the  authority  to  determine  the 
directions  of  change  in  program  and  mission  for  all  the  coUeges  and  universities  in  the  United 
States.  If  price  controls  extended  to  public  higher  education,  the  Federal  government  would  play 
a  key  role  in  determining  the  sharing  of  costs  between  state  governments  and  students,  a  role  few 
would  find  desirable.  A  second  strategy,  and  one  that  would  likely  be  more  poUtically  popular, 
would  simply  be  to  regulate  the  costs  or  prices  of  the  most  expensive  coUeges  and  universities.  A 
simple  version  of  this  regulation  would  be  to  say,  for  example,  that  no  coUege  or  university  whose 
total  charges  (tuition,  room  and  board)  exceeded,  say,  $15,000  could  raise  its  charges  by  more 
than,  say,  1  percent  per  year  above  inflation.  Imposing  such  regulations  would  compel  these 
institutions  either  to  cut  back  on  quality  improvements,  find  ways  to  become  more  efficient,  or 
draw  down  their  endowments  more  rapidly,  or  most  likely,  produce  some  combination  of  the 
three. 
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THE  MARKET  FOR  fflGHER  EDUCATION: 
AN  ECONOMIC  ANALYSIS 


Jntroduction 

The  market  for  undergraduate  higher  education  is  an  important  one.  In  1985-86,  there 
were  more  than  3340  non-proprietary  undergraduate  educational  institutions  in  the  United  States, 
enrolling  a  total  of  over  122  million  students.  Their  total  expenditures  were  over  S97  billion.  $76 
billion  of  which  were  educational  and  general  (E&G)  expenses.'  These  institutions  equip  our 
labor  force  with  skills  essential  to  the  functioning  of  a  modem  economy,  and  they  play  a  pivotal 
role  in  determining  the  opportunities  available  to  the  disadvantaged. 

In  this  paper  we  approach  the  study  of  undergraduate  higher  education  from  an  economic 
perspective.  This  involves  a  detailed  examination  of  undergraduate  higher  education  as  a  market, 
analyzing  the  forces  that  determine  how  higher  educational  institutions  (HHs)  set  their  fees,  the 
forces  that  determine  what  students  (or  their  parents)  are  willing  to  pay  to  attend  the  various 
kinds  of  HHs,  and  how  these  interact  to  yield  the  higher  educational  system  as  we  observe  it. 
Although  there  are  other  approaches  that  could  be  used  to  study  undergraduate  higher 
education,  we  beUeve  that  this  "supply  and  demand"  analytic  framework  is  most  Ukely  to  produce 
useful  information  about  future  trends  in  the  costs  and  prices  of  higher  education  and 
appropriate  public  policies  in  this  area. 

There  are  several  reasons  why  a  market  analysis  of  higher  education  may  be  especially 
illuminating  for  understanding  issues  about  costs  and  pricing  at  universities  and  coUeges.  First, 
the  market  perspective  leads  us  to  examine  both  the  forces  that  influence  institutional  pricing 
and  resource  allocation  decisions  and,  at  the  same  time,  the  forces  that  influence  customers' 
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••  These  data  are  from  the  Digest  of  Ednr.atinr.al  Statistics. 
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willingness  to  pay.  It  addresses  the  question  of  how  these  supply  and  demand  forces  shape 
trends  in  pricing,  cost  and  enrollment  outcomes. 

Second,  a  market  perspective  calls  attention  to  the  tremendous  variety  in  types  of  higher 
education,  and  in  the  costs  of  producing  and  the  prices  charged  for  postsecondary  education. 
Aggregate  analyses  can  easily  mask  the  fact  that  some  institutions  charge  ~  and  spend  -  a  great 
deal  more  than  others;  that  some  institutions  get  much  of  their  revenues  from  governments  or 
from  private  donors  while  others  get  most  of  their  revenue  from  families*  tuition  payments;  that 
some  institutions  concentrate  almost  exclusively  on  teaching  undergraduates  while  others  "sell"  a 
variety  of  products  ranging  from  sophisticated  scientific  research  to  semi-professional  athletic 
contests;  that  some  kinds  of  institutions  have  raised  prices  dramatically  in  recent  years,  while 
others  have  experienced  much  more  modest  increases.  Somehow,  all  these  institutions  manage  to 
coexist  simultaneously  in  what  is  in  some  sense  a  single  "market";  a  market-oriented  analysis  is 
useful  in  sorting  out  the  elements  of  consumer  preference,  market  segmenution,  and  institutional 
cooperation  and  competition,  that  help  to  explain  this  distribution  of  institutions. 

Finally,  a  market  analysis  is  useful  in  framing  issues  for  policy  analysis.  Markets  that 
satisfy  a  long  list  of  special  assumptions  produce  outcomes  that  are  "efficient"  and  therefore,  in  a 
somewhat  limited  sense,  socially  desirable-^  We  know,  for  reasons  that  will  be  examined  below, 
that  the  higher  education  "market"  is  unlikely  to  satisfy  these  assumptions,  and  that,  therefore, 
higher  education  will  be  subject  to  "market  failures"  of  several  kinds. 

E  the  market  for  higher  education  is  functioning  poorly,  the  social  costs  are  likely  to  be 
substantial:  Too  little  or  too  much  education  -  or  the  wrong  type  -  may  be  provided;  individuals 


^  For  those  who  have  never  experienced  the  joy  of  taking  an  intermediate  microeconomics 
course,  or  for  those  whose  economic  knowledge  has  atrophied  with  the  passage  of  time  and 
disuse,  we  provide  in  Appendix  A  an  abbreviated  discussion  of  what  it  really  means  for  a  market 
to  be  ^'efficient"  and  the  conditions  necessarj'  for  it  to  be  so. 
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who  could  greatly  benefit  from  education  may  be  unable  to  obtain  it;  and  education  may  be 
provided  in  an  unnecessarily  costly  manner. 

Unfortunately,  the  higher  education  market  embodies  a  number  of  characteristics 
associated  with  market  failure,  each  of  which  affects  the  market  in  a  different  way.  Imperfect 
information  is  an  important  cause  of  market  failure,  and  it  pervades  the  market  for  higher 
education.  Not  only  is  it  hard  for  colleges  to  ascertain  the  likely  success'  of  students  who  apply 
for  admission,  it  is  exceedingly  difficult  for  students  and  their  future  employers  to  accurately 
measure  educational  outpuL  This  has  a  powerful  impaa  on  the  ways  in  which  students  choose 
among  schools,  on  the  ways  in  which  schools  attempt  to  attract  students,  and  the  means  by  which 
employers  screen  job  applicants.  We  will  discuss  these  issues  in  detail  below. 

Market  failure  is  also  common  when  behavior  gives  rise  to  externalities.  Higher 
education  is  an  activity  that  generates  substantial  positive  externalities,*  implying  that  private 
choices,  even  if  perfectly  informed,  would  not  coincide  with  what  is  best  for  society.  The  higher 
education  system  contributes  to  the  provision  of  "pubUc  goods,"  such  as  participation  in  the 
political  process  and  upward  economic  mobility.  This  suggests  that  the  market  may  tend  to 
provide  less  higher  education  than  is  socially  desirable.  We  will  not  devote  significant  attention 
in  our  market  analyses  to  the  role  played  by  externalities  or  public  goods,  but  we  must  take  them 
into  account  when  we  consider  policy  alternatives. 


'  "Success"  here  could  mean  a  variety  of  different  things:  ability  to  satisfactorily  complete 
courses  taken,  to  satisfactorily  complete  degree  requirements,  to  "do  well"  in  college,  to  be  a 
success  in  the  world  after  college,  etc.  Different  types  of  HEIs  could  have  different  criteria  for 
defining  success,  and  any  given  HEI  is  likely  to  be  concerned  with  more  than  one  of  them. 

*  A  positive  externality  exists  when  an  action  by  one  economic  agent,  taken  in  his  own 
interest,  confers  a  benefit  on  another  for  which  no  remuneration  is  received.  Such  externalities 
are  common  in  education.  For  example,  a  person  choosing  to  pursue  higher  education  is 
unlikely  to  do  so  for  the  purpose  of  becoming  a  "better  citizen."  and  yet  this  is  a  likely  side- 
effect  of  education. 
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Hnally,  the  functioning  of  the  market  for  higher  education  is  powerfully  affected  by 
imperfections  in  a  different  market,  the  capital  market,^  that  complicate  the  process  of  borrowing 
money  to  finance  education.  Capital  market  imperfections,  basically  a  situation  where  a  person 
who  "should"  get  a  loan  cannot  do  so,  may  affea  prospective  students'  decisions  at  each  stage  in 
the  matriculation  process:  whether  to  apply  to  college  it  all;  what  type  of  college  to  consider, 
and  where  to  matriculate.  They  also  affea  institutional  decisions  regarding  the  extent  and  type 
of  financial  aid  offered.  Because  schools  differ  in  the  extent  to  which  they  are  able  and/or 
willing  to  finance  students'  education  fi-om  institutional  sourccs-and  thereby  partially  or  totally 
circumvent  the  problems  caused  by  capital  market  imperfections-these  imperfections  may  play  an 
important  role  in  the  higher  education  market.  The  vast  majority  of  private  institutions  do  not 
have  the  resources  to  overcome  this  market  imperfection. 

With  capital  market  imperfections,  impcrfea  information,  externalities,  and  public  good 
characteristics  all  present,  the  market  outcome  in  higher  education  is  not  likely  to  coincide  with 
what  is  best  for  society.  The  classic  response  to  market  failure  is  to  devise  public  policies  that 
improve  the  functioning  of  the  market.  Even  in  uncomplicated  markets  whose  functioning  is 
relatively  transparent,  this  is  not  a  trivial  exercise.  In  the  case  of  imdergraduate  higher 
education,  it  is  a  daxmting  task.  However,  an  analysis  that  is  sensitive  to  these  dimensions  of 
market  "success"  and  "failure"  can  shed  light  on  kinds  of  government  interventions  that  may  be 
meful  in  influencing  the  course  of  higher  education  costs  and  prices. 

The  very  first  problem  that  must  be  overcome  is  the  lack  of  information.  Data  relevant 
to  the  study  of  higher  education  are  collected  by  a  variety  of  organizations,  each  of  which  collects 

^  In  the  context  of  higher  education,  the  relevant  capital  market  is  the  one  in  which  people 
borrow  money  to  finance  education.  For  several  reasons,  including  legal  limitations  on  the 
collateral  that  the  borrower  can  provide,  lenders  are  less  well  able  to  protect  themselves  from 
default  on  education  loans  than  in  most  other  lending  markets,  and  are  therefore  reluctant  to 
lend  mone\'  to  finance  investments  in  education. 


information  for  a  different  purpose.  Consequently,  data  samples  overlap  but  do  not  coincide; 
definitions  of  terms  and  categories  are  not  consistent  across  samples;  historical  data  are  not 
preserved  or  are  not  retained  in  computer  readable  form;  survey  instruments  omit  quesUons  that 
could  yield  important  information;  and  databases  are  scattered  in  a  variety  of  locations,  their  very 
existence  frequently  unknown  to  many  researchers. 

Even  with  adequate  data,  the  market  for  undergraduate  higher  education  would  be 
difficult  to  analyze.  This  is  an  unusually  complex  market  Even  if  we  limit  oursebes  to  non- 
proprietary undergraduate  higher  education,  the  market  to  be  analyzed  is  a  highly  segmented 
one.  Schools  differ  in  the  range  of  degrees  and  programs  they  offer,  the  geographic  markets  they 
serve,  the  extent  to  which  they  provide  a  residential  coUege  experience,  the  prestige\quality  of  the 
education  they  provide,  and  the  affiliations  (for  example,  religious)  if  any,  they  may  cany.  Most 
of  the  competition  for  students  takes  place  among  schools  with  similar  characteristics;  therefore, 
any  useful  study  will  have  to  differentiate  among  the  important  segments  of  the  market* 

Market  segmentation  is  not  the  only  complicating  faaor  with  which  we  must  deal.  In 
contrast  to  most  markets  for  goods  and  services,  "buying  education"  is  not  simply  a  matter  of 
being  willing  to  pay  the  going  price  for  it  In  fact,  almost  by  definition,  the  selective  schools  are 
not  admitting  all  those  who  would  wish  to  "buy  their  produa"  at  the  current  price.    To  put  it 
more  technically,  there  is  a  substantial  amount  of  non-price  rationing  in  the  allocation  of  higher 


♦  Market  segmentation  is  not  uncommon.  For  example,  the  automobile  market  is  typically 
divided  into  six  segments  by  industry  analysts;  subcompact,  compact,  sporty,  standard,  mid-sized 
and  luxury.  Because  of  data  limitations,  empirical  analysis  of  the  functioning  of  highly  segmented 
markets  in  the  for-proflt  sector  is  still  very  rudimentary.  One  finding  from  this  literature, 
described  in  Bradburd  and  Ross  (1989)  that  may  be  relevant  to  the  higher  education  market  is 
that  the  strategy  of  finding  and  specializing  in  market  "niches"  appears  to  be  a  successful  one. 
even  for  small  firms  with  limited  resources.  Greater  specialization  and  "selective  excellence- 
might  be  an  option  that  more  HEIs  should  consider. 
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education  services  to  consumers.*'  The  extent  of  non-price  rationing  varies  considerably  across 
schools,  and  indeed,  selectivity  is  one  of  the  important  characteristics  by  which  market  segments 
are  delineated. 

The  non-profit  status  of  providers  of  higher  education  also  complicates  our  analysis  of  this 
market*  This  is  so  for  several  reasons.  The  objectives  and  behavior  of  non-profit  organizations 
are  different-and  less  well  imderstood-than  those  of  their  for-profit  counterparts:  higher 
educational  institutions  arc  not  likely  to  set  prices  that  maximize  current  revenues  minus 
expenditures,  nor  are  they  likely  to  view  quality  primarily  as  a  marketing  device.  The  non-profit 
status  of  higher  education  institutions  is  therefore  likely  to  have  an  important  impact  not  only  on 
the  nature  of  the  product  provided  but  also  on  the  nature  of  the  rivalry  between  institutions. 

Non-profit  status  allows  colleges  and  xmiversities  to  focus  on  longer  term  objectives, 
di£ficult-to-value  components  of  quality,  and  broader  social  goals.  Studies  firom  other  industries 
suggest  that  there  may  be  some  resulting  inefficiencies,  in  a  narrow  sense,  that  necessarily 
accompany  a  relaxing  of  attention  to  the  short  term  bottom  line.*  However,  in  broader  terms,  it 
may  be  socially  desirable  to  encourage  an  emphasis  on  long  run  achievement  in  higher  education. 

The  non-profit  status  of  higher  education  institutions  also  profoundly  transforms  the 
buyer-seller  relationship.  Donations  from  alunini(ae)  are  a  prime  example  of  this:  no  matter  how 
happy  they  are  with  the  goods  provided  by  for-profit  firms,  satisfied  customers  are  most  unlikely 


^  In  most  markets,  price  is  the  "rationing  device"  that  determines  how  many  people  will 
purchase  a  particular  product.  For  example,  almost  everyone  would  love  to  have  a  Rolls-Royce: 
it  is  the  price  tag  that  keeps  the  line  of  customers  from  getting  too  long  in  front  of  Rolls-Royce 
dealers. 

*  The  term  nonprofit  is  used  here  to  refer  to  both  private,  independent  institutions  and 
public  colleges  and  universities, 

•  Several  studies  in  the  area  of  health  economics  reach  this  conclusion.  See  for  example. 
Freeh  and  Ginsberg  (1978)  or  Wilson  and  Jadlow  (1982). 
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to  bestow  gifts  upon  them;  for  many  private  educational  institutions,  the  observed  relation 
between  current  costs  and  revenues  is  actually  dependent  upwn  the  existence  of  such  gifts.  In 
the  case  of  public  colleges  and  universities,  the  relationship  between  tuition  and  costs  is 
importantly  affected  by  state  and  local  appropriations. 

Public  policies  designed  to  improve  the  functioning  of  the  market  for  higher  education 
must  reflect  its  complexity.  Higher  education  is  not  a  monolith:  Institutions  differ  dramatically  in 
terms  of  the  clientele  they  serve,  the  nature  of  the  service  they  provide,  and  the  resources 
available  to  them.  These  differences  influence  the  extent  to  which  institutions  are  sensitive  to 
policy  initiatives  and  the  ways  in  which  they  will  respond  to  them.  The  design  of  effective  policy 
initiatives  must  reflect  the  objectives  of  the  different  types  of  educational  institutions  in  several 
distinct  market  segments,  as  well  as  the  different  political  and  financial  constraints  that  these 
institutions  face  in  the  short  and  long  run. 

One  of  the  most  newsworthy  of  recent  issues  in  higher  education  involves  the  escalation 
of  tuition  at  HETs,  particularly  private  elite  HEIs,  during  the  1980*s.  An  investigation  of  this 
issue  is  provided  in  the  accompanying  paper.  The  Expensive  Schools."  Economic  analysis,  with 
its  notions  of  supply  and  demand,  provides  a  framework  within  which  basic  market  forces,  as  well 
as  difficult  complications,  such  as  imperfea  information,  nonprofit  status,  and  imperfect  capital 
markets,  can  be  analyzed.  This  analysis  is  essential  to  the  development  of  informed  and  effective 
policies  to  deal  with  this,  as  well  as  other  issues. 

Any  consideration  of  Federal  policy  initiatives  in  the  area  of  undergraduate  higher 
education  must  recognize  that  higher  education  itself  serves  a  number  of  social  objectives,  and 
that  not  all  segments  of  the  market  contribute  to  the  attainment  of  these  objectives  in  the  same 
way.  Improving  our  understanding  of  the  functioning  of  the  higher  education  market  is  critical 
to  identifying  the  tradeoffs  among  these  objectives  and  to  making  appropriate  choices. 
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In  the  sections  that  follow,  we  will  describe  and  analyze  the  functioning  of  the  market  for 
non-proprietaiy  undergraduate  higher  education  in  the  U.S.,  with  particular  attention  to  the 
factors  that  determine  tuition  and  fees.  The  market  perspective,  as  we  develop  it  here,  is  more 
useful  for  framing  questions  than  for  providing  definitive  answers.  As  Alfred  Marshall,  a  noted 
economist  ftora  the  turn  of  the  century,  said,  "economics  is  not  a  body  of  concrete  truths,  but  an 
engine  for  the  discoveiy  of  concrete  truths".  Some  of  the  issues  raised  in  this  paper  are 
discussed  in  more  empirical  depth  in  companion  papers  to  this  one.  Other  issues  that  we 
iaentify  arc  poorly  understood  empirically.  The  purpose  of  this  paper  is  much  more  to  frame  the 
issues  from  a  coherent  and,  we  hope,  illuminating  perspective  than  to  provide  conclusive  answers. 

The  next  section  describes  the  data  that  provide  the  basis  for  our  descriptive  statistics  and 
empirical  analyses.  The  following  sections  depict  the  higher  education  market  in  more  detail  and 
examines  several  dimensions  along  which  it  is  useful  to  contrast  HEIs;  consider  the  choices  facing 
college-bound  students  and  their  families;  provide  an  analysis  of  the  higher  education  market 
equilibrium,  paying  particular  attention  to  the  forms  of  competition;  and  consider  the  likely 
future  of  HETs  behavior  with  respect  to  expenditures,  tuition,  quality  competition  and  financial 
aid.  The  final  section  concludes  with  an  examination  of  several  directions  that  policy  might  take 
in  this  area. 


The  Sample  Data 

The  data  used  in  these  analyses  are  the  result  of  merging  the  1985-1986  "Financial 
Statistics  of  Institutions  of  Higher  Education"  and  Tall  Enrollment  in  Colleges  and  Universities" 
data  sets,  which  were  produced  as  part  of  the  Higher  Education  General  Information  Survey 
(HEGIS)  program  conducted  by  the  National  Center  for  Education  Statistics  of  the  U.  S. 
Department  of  Education.  We  augmented  these  records  \^i:h  figures  collected  by  Peterson's,  a 


publishing  company  specializing  in  higher  education  reference  materials.  The  Peterson's  data 
provided  information  concerning  institutions'  admissions  processes,  including  the  caliber  of 
students  admitted,  the  percent  of  applicants  accepted,  and  the  percent  of  accepted  students  that 
matriculated.  The  Peterson's  dau  also  provided  demographic  information. 

For  these  analyses,  we  deleted  records  of  branch  campuses  of  schools  represented 
elsewhere  in  the  data  as  weU  as  schools  outside  of  the  contiguous  United  Sutes,  Alaska,  and 
Hawaii  (195  observations  and  390  observations,  respectively;  the  intersection  of  the  deleted 
groups  contains  95  observations).  Merging  the  HEGIS  financial  and  enrollment  data  sets  yielded 
an  intersection  of  2503  institutions.  With  the  Peterson's  data,  we  were  able  to  augment  2189  of 
these  records  with  admissions  criteria.  Table  1  describes  the  distribution  of  these  schools  by  type 
and  control. 

We  focus  on  the  1985-1986  academic  year  because  HEGIS  financial  statistics  for  the 
foUowing  years  have  not  yet  become  avaUable,  making  1985-1986  the  most  recent  period  for 
which  all  variables  desired  in  these  analyses  are  available.  There  is  no  reason  to  beUeve  that  this 
year  is  non-representative.  We  work  with  the  knowledge  that  the  number  of  non-proprietary 
institutions  that  fold  each  year  is  remarkably  low  and  that  admissions  criteria  do  not  change 
drastically  from  year  to  year.  We  are  aware  that  the  timing  of  development  campaigns  among 
HEIs  might  affect  the  relative  rankings  of  schools  through  the  endowment  component  of  wealth 
(as  weU  as  capitalized  endowment  returns)"  and  thus  the  wealth  classifications  we  employ,  but  we 
do  not  believe  this  introduces  any  systematic  biases  into  our  results. 


When  economists  refer  to  the  "capitalized  value"  value  of  income  flows  that  will  accrue  i: 
the  future,  thcv  are  in  effect  referring  to  the  lump  sum  amount  of  money  that  one  would  be 
willing  to  exchange  today  in  return  for  the  whole  of  the  future  income  flows.  Crucial  to  this 
concept  is  the  fact  that  money  obtained  today  is  worth  more  than  money  to  be  received  m  the 
future,  because  if  one  has  it  today,  one  can  earn  interest  on  it. 


239 


0K| 


■  I" 

Q.  O  3 
>.  u 

C  tA 

>. Q«« 

—        3  V 
ID  cn 

o  U  4-*  o 

Xi  u  c  c  o 
eo  ^  m  O  JSi 
C  C  u  u 

OH»  C  • 

O  *—  (/)  O 

cn— • 

(A  v  o 
CJC  o 
o  JC 

4mI  ^  M 

(O  S  § 
u 

(A  L,  C 
CO  O  — 
O  *^  (A 
(.  3 

u 


O  — ' 

o 

X  u 


o  I 
X  u 


■  -M 


Our  fully-coded  file  consists  of  2189  schools,  a  remarkably  complete  sample.  It  includes 
66  percent  of  all  schools  accounted  for  in  the  Digest  of  Educational  Statistics.  74  percent  of  all 
public  schools,  59  percent  of  all  private  schools,  67  percent  of  all  universities,  65  percent  of  all 
four-year  colleges,  and  66  percent  of  all  two-year  colleges." 

Supply  of  Undergraduate  Higher  Education 
Undergraduate  higher  educational  institutions  are  differentiated  in  several  ways  including 
type,  control,  wealth,  and  quality.  In  this  section  we  describe  these  characteristics  of  institutions 
in  detail.  We  also  provide  statistical  comparisons  for  some  of  these  characteristics  where 
interesting  contrasts  and  similarities  exist  We  begin  with  the  most  fundamental  characteristic  of 
an  institution,  its  "type:"  two-year  college,  four-year  college,  or  university. 
The  Characteristics  of  Institutions 
IsEC 

The  three  major  types  of  institutions  are  distinguished  by  the  degrees  they  offer  to 
matriculating  students:  in  the  main,  two-year  colleges,  sometimes  referred  to  as  junior  colleges  or 
community  colleges,  grant  Associate  degrees  as  well  as  providing  a  variety  of  non-degree 
programs;  four-year  colleges  offer  Bachelor  of  Arts  and  Bachelor  of  Science  degrees;  and 
universities  typically  offer  Bachelors,  Masters,  Doctoral,  and  frequently,  a  variety  of  professional 
degrees.  Because  we  are  focusing  on  undergraduate  higher  education,  we  will  differentiate 
between  two-year  colleges,  independent  four-year  colleges  (i.e.  those  with  no  university 
affiliation),  and  university-affiliated  four-year  colleges.  In  the  United  States  during  the  academic 


Our  sample  includes  54%  of  public  universities.  67%  of  public  four-year  colleges,  and 
S0%  of  public  tw»o-year  colleges.  We  can  also  account  for  82%  of  private  universities,  65%  of 
private  four-year  colleges,  and  33%  of  private  rsvo-year  colleges. 
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year  1985-86,  there  were  1311  two-year  colleges,  1873  independent  four-year  colleges,  and  156 
universities." 

The  fact  that  many  universities  offer  a  range  of  graduate  and  professional  degrees 
complicates  our  analysis  of  undergraduate  education.  There  may  be  spillover  effects  from 
graduate  to  undergraduate  education.  More  importantly  for  our  purposes,  because  reported  data 
are  typically  only  avaQable  in  aggregated  form,  it  is  not  possible  to  accurately  attribute  costs  to 
graduate  and  professional  versus  undergraduate  education. 

The  categorization  of  schools  by  "type**  is  useful  for  our  purposes,  in  large  part  because 
the  different  types  of  schools  compete  for  students  in  different  markets.  Two-year  schools 
compete  only  to  a  very  limited  extent  with  four-year  colleges;  in  fact,  given  that  most  two-year 
schools  serve  primarily  local,  commuting  students,  many  of  whom  are  part-time  matriculants  (38.2 
percent  of  all  the  students  at  two-year  colleges  in  our  sample  were  part-time  students),  their 
primary  "competition"  is  probably  not  other  two-year  schools  or  four-year  colleges,  but  instead, 
proprietary  schools  and  employment^  Four-year  colleges  are  more  likely  to  compete  for 
students  in  a  regional  or  national  market  Furthermore,  many  of  these  students  will  have  already 
made  the  decision  to  matriculate  in  a  non-profit  higher  educational  institution. 

The  average  prices  charged  by  the  three  types  of  institution  differentiate  them  as  well. 
The  average  tuition  at  two-year  colleges  is  $1,113  per  year;  at  four  year  colleges  it  is  $4,256  per 


Again,  these  numbers  come  from  the  Digest  of  Educational  Statistics.  Our  sample  is  a 
subset  of  this  group. 

In  some  states,  two-year  colleges  provide  a  low-cost  means  of  obtaining  cr^^dit  for  the  Grst 
two  years  of  college  because  students  who  satisfactorily  complete  their  studies  at  a  two-year 
college  are  guaranteed  admission  to  one  of  the  state  four-year  colleges.  However,  the  vast 
majority  of  students  at  two-year  colleges  are  in  vocationally  oriented  courses  rather  than  pre- 
baccalaureate  programs.  According  to  the  National  Assessment  of  Vocational  Education.  U,S. 
Department  of  Education.  1989.  p.  ^^  78%  of  less-than-baccalaureaie  students  major  in 
vocational  subjects. 
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year,  and  at  universities  it  is  54,841  per  year.  The  differences  in  the  cost  of  attending  these 
institutions  serve  to  further  separate  the  markets  in  which  they  compete. 
Control 

The  second  important  distinguishing  characteristic  to  consider  is  "control,"  with  two 
categories:  public  and  private.  "Private  control"  indicates  a  privately  governed  entity,  and  "public 
control"  indicates  an  entity  that  is  the  responsibility  of  government,  whether  local,  state,  or 
Federal.  There  are  1842  private  colleges  and  universities  in  the  United  States  and  1498  public 
institutions."  Nearly  two  thirds  (622  percent)  of  these  public  institutions  arc  two  year  colleges. 
In  contrast,  a  quarter  (20.6  percent)  of  the  private  colleges  are  two  year  institutions.  The  vast 
majority  of  the  public  institutions  are  controlled  at  the  state  level  or  shared  state  and  local 
control.  The  accompanying  paper,  Tublic  Institutions,"  provides  a  detailed  examination  of  these 
important  schools. 

Control  is  of  interest  for  several  reasons:  it  affects  the  nature  of  the  sources  of  revenue 
for  an  institution,  and  it  iJso  may  affect  the  range  of  an  institution's  objectives  and  constraints. 
As  a  consequence,  the  behavior  of  an  institution  might  be  expected  to  vary  with  ihe  category  of 
control. 

There  are  dramatic  differences  in  the  prices  schools  charge  when  we  look  at  public  versus 
private  tuition  charges  within  each  type.  As  shown  in  Table  2  below,  pubUc  two  year  institutions 
charge  an  average  of  $787  while  their  private  counterparts  average  $3062  in  annual  tuition.  For 
four  year  colleges,  tuition  at  public  institutions  averages  $1427  while  private  four  year  colleges 
charge  an  average  of  $5237.  The  largest  spread  in  tuition  is  at  the  university  level  where  tuition 
at  private  institutions  averages  $7652  while  public  institutions  charge  an  average  of  S2186  per 


Again,  these  data  are  from  the  Digest  of  Education  Statistics,  our  anah-sis  is  based  on  a 
subsample  of  these  schools. 
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year.  (Note  that  these  tuition  levels  are  for  the  academic  year  1985-86.  Current  Qgures  would 
be  higher.) 

Public  institutions  are  financed  in  a  large  part  by  legislative  appropriations;  neither  gifts 
nor  endowment  income  contribute  significantly  to  the  operating  or  capital  budgets  of  more  than 
a  few  schools.^  Relative  to  private  institutions,  student  tuition  payments  are  a  smaller 
percentage  of  the  E&G  budget  as  well.  (See  Table  3.)  At  public  HEIs,  tuition  covers  an 
average  of  only  18  percent  of  education  and  general  expenses  while  for  private  institutions,  on 
average,  602  percent  of  these  costs  are  covered  by  tuition  revenues.  Private  colleges  and 
universities  finance  their  operating  and  capital  budgets  from  tuition  income,  endowment  income, 
and  gifts  and  grants,  with  only  very  modest  direct  support  from  state  governments.  In  the  major 
public  and  private  research  universities,  research  grants  may  be  a  significant  source  of  funding  as 
well,  although  much  of  this  likely  goes  either  directly  toward  meeting  the  costs  of  funded 
research  or,  indirectly,  toward  the  costs  of  graduate  education. 

Every  institution,  no  matter  how  wealthy,  is  concerned  with  three  aspects  of  revenue  flow: 
(1)  its  level;  (2)  its  variability,  and  (3)  the  power  it  has  to  influence  its  level  and  variability.  The 
differences  between  public  and  private  institutions  are  greatest  with  respect  to  the  third.  A 
private  institution,  even  one  in  a  precarious  financial  situation,  can  decide  to  raise  or  lower 
tuition,  to  increase  or  decrease  spending,  to  save  or  dissave.  Public  institutions  in  many  states  do 
not  directly  control  tuition  levels  or  legislative  appropriations  for  operating  and  capital  budgets, 
although  in  some  states  the  schools,  at  least  formally,  have  direct  control  over  tuition.  (See  Rusk 
and  Leslie,  1978) 


These  exceptions  are  the  smail  number  of  "flagship"  state  universities. 

15 


The  level  of  tuition  at  state  and  locally  funded  institutions  is  a  political  decision  that 
reflects  many  objectives,  not  just  educational  ones.  The  same  is  true  of  the  level  of 
expenditures.^^  This  may  be  one  reason  that  there  is  a  significantly  greater  gap  between  sticker 
price  and  expenditures  per  student  in  the  public  higher  educational  institutions  than  in  the 
private  ones.  Public  schools  do  appear  to  have  some  degree  of  control  over  the  composition  or 
allocation  of  spending,  even  in  situations  where  legislators  attempt  to  direct  expenditures  to 
particular  ends.^^ 

Public  control  affects  the  behavior  of  decision-makers  within  educational  institutions  as 
well.  Public  institutions  may  have  no  formal  mcchanum  for  saving,  i.e.  an  endowment,  and 
informal  mechanisms,  such  as  agreeing  to  spend  less  today  on  current  operations  in  order  to 
accumulate  funds  for  a  capital  expenditure  at  a  later  time,  may  be  vulnerable  to  too  much 
political  uncertainty  to  be  viable. 

The  classic  bureaucratic  response  to  external  control  of  funding  is  to  spend  all  the 
currently  allocated  funds,  and  ask  for  more,  because  frugality  will  only  be  rewarded  with  a  budget 
reduction  in  the  next  period-the  "use  it  or  lose  it"  problem  noted  by  Niskanen  (1971).  Public 
institutions  presumably  are  not  immune  to  the  incentives  that  drive  other  organizations.  This 
would  suggest  that  some  benefits  might  be  had  from  guaranteed  multi-year  legislative  budgeting 
for  higher  education. 

Public  control  also  affects  the  objectives  of  higher  educational  institutions.  Public 
institutions  do  not  set  their  own  objectives.  An  HEX  mandated  to  have  an  open  admissions 


This  is  to  some  extent  true  of  private  schools  as  well,  although  the  political  constraints 
affecting  private  HETs  decisions  may  operate  more  indirectly. 

^'  See  Rusk  and  Leslie  (1978)  on  tuition  setting  for  the  public  sector.  Estelle  James  (I986'i 
has  written  on  the  bargaining  that  occurs  between  public  HEFs  and  legislatures  on  the  allocaiion 
of  resources  within  the  HEI. 


policy,  or  to  be  other  than  a  top-tier  school  in  a  multi-tiered  state  system,  must  operate  within 
those  constraints,  even  if  legislators  sometimes  cannot  induce  public  institutions  to  do  exactly 
what  th^  wish  them  to.  This  affects  the  incentives  facing  administrators  and,  to  some  extent, 
individual  faculty  members.  For  example,  an  institution  that  is  legislatively  constrained  not  to 
become  more  selective  might  have  less  of  an  incentive  to  allocate  extra  resources  to  improving 
"quality"  as  a  means  of  competing  for  better  students  than  a  school  not  similarly  constrained, 
even  if  the  extra  resources  were  provided  with  that  intent,  because  the  constraint  reduces  the 
payoff  of  such  expenditures.  Conceivably,  the  money  might  be  spent  in  ways  that  improve  the  lot 
of  faculty  and  administrators  instead  Sound  Federal  public  policies  will  require  sensitivity  to  the 
different  incentives  that  govern  behavior  at  the  various  kinds  of  institutions. 
Wealth 

Sophie  Tucker  once  said:  Tve  been  rich,  and  Tve  been  poor.  Believe  me,  honey,  rich  is 
better,"    Few  college  presidents  would  disagree. 

Wealth  brings  several  advantages  to  colleges  and  universities.  At  the  most  basic  level, 
wealth  allows  colleges  to  purchase  inputs  that  make  possible  a  better  quality  product:  better 
faculty,  better  buildings,  laboratories  and  libraries,  and  even,  through  the  use  of  merit  aid,  better 
students.  It  allows  them  to  devote  significant  resources  to  long  term  goals  and  to  avoid  having  to 
make  budget  adjustments  in  response  to  short  term  financial  fluctuations."  These  are  very 
important  advantages. 


One  of  the  more  influential  and  imponant  works  in  the  economics  of  higher  education  was 
the  Ford  Foundation  report  published  in  1969  that  encouraged  schools  to  move  away  from  basing 
operating  budgets  on  annual  endowment  yield,  a  policy  that  led  to  budget  whip-sawing,  and 
instead  to  adopt  a  system  in  which  some  fixed  percentage  of  endowment  was  to  be  spent  each 
vear.    Of  course,  this  recommendation  was  not  of  much  practical  value  to  the  majorit}'  of 
schools  that  have  no  signitlcant  endowment.  (See  the  data  presented  below,) 
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Institutional  wealth  is  easier  to  recognize  than  to  deOne,  in  part  because  it  may  take 
several  forms.  One  form  is  endowment,  especially  unrestriaed  endowment";  other  forms  are 
physical  assets  such  as  buildings  and  land,  annual  legislative  appropriations,  and  annual  gifts  and 
grants.  Each  of  these  embodies,  to  a  different  degree,  various  characteristics  that  affect  the  level, 
the  variability,  and  the  extent  of  institutional  control  of  revenue  flows." 

Although  clearly  not  a  comprehensive  measure,  for  private  coUegcs  and  universities, 
unrestricted  endowment  is  nevertheless  an  exceUent  indicator  of  wealth.  This  wealth  is 
concentrated  in  the  hands  of  a  very  few  educational  institutions. 

Table  4  below  provides  data  on  the  number  of  public  and  private  institutions  that  can 
sustainably  finance^  various  percentages  of  their  own  annual  educational  and  general  (E&G) 
expenditures  from  endowment  income.  These  expenditures  comprise  the  budget  for  instructional 
and  administrative  activities  at  HEIs.  These  data  are  very  instructive.  Of  1079  private  coUeges 
and  universities  in  our  sample,  over  30  percent  have  no  endowment  at  all.  Only  1.4  percent  have 
an  endowment  sufQcient  to  sustainably  finance  20  percent  of  annual  E&G  costs  per  student. 
Thus,  the  vast  majority  of  HEIs  are  very  dependent  upon  public  appropriations,  tuition  and  fees, 
and  gifts  and  grants. 


«  Even  here,  one  must  be  careful  to  distinguish  between  gross  endowment  and  net 
endowment,  where  net  endowment  is  gross  endowment  minus  net  indebtedness.  See  Wmston 
(1988).  Data  on  net  indebtedness  are  avaDable  in  HEGIS,  allowing  net  endowment  to  be 
approximated. 

There  are  some  situations  in  which  it  would  seem  reasonable  to  include  future  tuition 
revenues  as  a  form  of  wealth  as  well.  However,  as  there  tends  to  be  an  extremely  close  relation 
between  increases  in  tuition  revenues  and  increases  in  expenditures,  we  do  not  view  it  wise  to 
include  the  value  of  future  tuition  revenues  as  part  of  wealth. 

We  define  the  sustainable  rate  of  annual  availment  of  endowment  to  be  the  maximum  rate 
of  availment  that  will  allow  the  real  level  of  endowment  (i.e..  accounting  for  mflation)  to  be 
maimained.  We  will  assume  that  rate  to  be  5%.  This  figure  refiects  the  actual  behavior  of 
colleges  and  universities  as  documented  in  the  1989  NACUBO  EndoN^-ment  Study. 
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Not  all  wealth  is  money  in  the  bank  or  stocks  and  bonds.  Regular  income  flows  also 
represent  wealth.  There  is  little  material  difference  between  having  a  million  dollars  and  having 
an  assured  flow  of  income  equal  to  what  one  could  annually  earn  if  one  had  a  million  dollars. 
Howevex,  the  word  "assured"  in  the  preceding  sentence  is  very  important;  the  greater  the 
uncertainty  attached  to  the  annual  flow  of  income,  the  less  that  income  flow  resembles  an 
endowment. 

If  regular  income  flows  are  also  wealth,  then  Table  4  above  may  misrepresent  the  degree 
to  which  wealth  is  concentrated  in  the  hands  of  a  few  schools.  There  are  many  state  schools 
that  receive  very  large  annual  appropriations  from  their  state  legislature,  and  the  net  present 
value^  of  these  appropriations,  were  they  to  remain  constant  after  correcting  for  inflation,  might 
well  be  larger  than  the  endowments  of  many  colleges  and  universities  that  are  considered 
Vealthy."  Thus,  it  is  probably  more  appropriate  to  measure  wealth  inclusive  both  of  endowment 
and  of  the  capitalized  value  of  income  flows.  Importantly,  doing  so  would  also  provide  a  means 
of  comparing  the  wealth  of  private  and  public  HEIs. 

Legislative  appropriations  for  public  institutions  are  not  the  only  source  of  non- 
endowment  related  regular  income  flows.  For  many  colleges  and  universities,  annual  alumni 
donations,  gifts  and  grants  are  an  important  source  of  revenue.  These  too  should  be  considered 
in  measuring  HEIs'  wealth. 

There  are  clearly  problems  inherent  in  any  effort  to  incorporate  the  capitalized  value  of 
future  income  flows,  and  so  our  efforts  must  be  taken  as  an  attempt  to  do  no  more  than 

^  The  net  present  value  (also  called  the  discounted  value  or  capitalized  value)  is  the 
current  value  of  a  flow  of  income  that  accrues  over  time.  To  find  the  net  present  value  of  a  flow 
of  income,  the  income  accruiig  in  each  year  in  the  future  is  divided  by  a  discount  factor 
appropriate  to  that  year,  and  the  resulting  quotients  are  then  summed.  The  discount  factor 
appropriate  to  each  year  is  equal  to  the  sum  of  one  plus  the  interest  rate  (also  called  the 
discount  rate),  the  latter  expressed  as  a  decimal  number,  all  raised  to  the  nth  power,  where  n  is 
the  number  of  years  between  the  present  and  the  year  in  which  the  income  flow  occurs. 
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approximate  the  wealth  of  HEIs.  One  obvious  problem  is  that  we  have  no  way  of  knowing 
exactly  what  the  future  income  flows  of  HEIs  will  be.    Neither  do  the  schools  of  course,  and  this 
is  why  none  of  them  would  regard  the  present  value  of  anticipated  future  revenue  flows  as 
equivalent  to  the  same  dollar  amount  of  endowment-  For  example,  the  extent  to  which  public 
institutions  are  rightfully  described  as  wealthy  depends  upon  the  assurance  that  the  annual 
legislative  appropriations  will  continue,  and  perhaps,  in  some  contexts,  on  the  extent  to  which  the 
continuing  flow  of  money  is  contingent  upon  "good  behavior"  as  defined  by  the  controlling 
political  entity* 

Ideally,  to  approximate  HEIs'  wealth,  we  would  somehow  adjust  for  uncertainty  in 
calculating  the  net  present  value  of  the  expected  future  income  flows.  However,  beyond  picking 
some  rather  arbitrary  adjustment  factor,  it  simply  isn't  clear  how  to  go  about  this,  and  to  avoid 
being  mislcadingly  precise,  we  will  not  attempt  to  do  so.  In  our  calculations,  we  have  assumed 
that  each  HEI  will  continue  to  receive,  in  perpetuity,  the  level  of  public  appropriations  and  gift 
and  grant  mcomc  that  it  enjoyed  in  1985-86,^  To  arrive  at  the  net  present  value  of  these  flows, 
we  assume  a  discoimt  rate  of  8  percent.  We  add  current  endowment  to  this  net  present  value  to 
derive  our  measure  of  Vealth." 

We  would  expect  larger  schools  to  have  both  greater  expenses  and  larger  revenues  than 
smaller  schools,  and  so  it  is  useful  to  measure  wealth  on  a  per  student  basis.  Table  5  below 
shows  that  there  is  also  great  variability  in  wealth  measured  on  a  per  student  basis,  the  first 
column  of  Table  5  measures  wealth  by  endowment  alone  and  the  second  column  measures  wealth 
including  the  capitalized  value  of  other  regular  income  flows.  The  data  in  Table  5  show  that  the 
wealthiest  10  percent  of  schools  have  a  level  of  "inclusive"  wealth  per  student  that  is  more  than 

^  Clearly,  a  problem  is  created  if  an  HEI  was  engaged  in  a  major  capital  fund  drive  during 
1985-86.  We  have  made  no  attempt  to  correct  for  this  problem  or  other  randomness  introduced 
bv  selecting  a  single  year  on  which  to  base  these  measurements, 
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12  times  greater  than  that  of  the  poorest  10  percent  of  schools!^  (The  dollar  figures  are 
$167,937  per  student  versus  $13,440  per  student.) 

There  is  a  clear  relation  between  HEls'  type  and  control  and  their  level  of  wealth.  The 
data  in  Table  6  give  average  "inclusive"  wealth  per  student  for  public  and  private  two  year 
colleges,  public  and  private  four  year  colleges,  and  public  and  private  universities.  Two  year 
colleges  are  significantly  less  wealthy  than  the  independent  four  year  colleges.  Independent  four 
year  colleges  appear  less  wealthy  than  four  year  colleges  incorporated  into  universities,  but  this 
may  simply  reflect  the  fact  we  were  unable  to  apportion  universities'  wealth  between  the  graduate 
and  imdergraduate  divisions. 

One  of  the  striking  findings  shown  in  Table  6  is  that  when  we  employ  a  more  inclusive 
measure  of  wealth  that  includes  the  capitalized  value  of  annual  income  flows,  public  four-year 
and  two-year  colleges  actually  appear  to  be  wealthier  on  average  than  private  four  year  and  two 
year  colleges.  It  is  only  the  private  universities  that  are  wealthier  than  their  public  counterparts. 
Public  perceptions  of  the  relative  wealth  of  public  and  private  institutions  are  clearly  affected  by 
the  great  wealth  of  a  few  elite  private  institutions.  We  suspect  that  most  people  tend  to 
underestimate  the  magnitude  of  direct  public  subsidies  to  public  colleges  and  universities. 

The  reader  will  note  that  we  have  not  included  buildings  and  other  physical  assets  in  our 
measure  of  wealth.  There  are  two  reasons  for  this.  Rrst,  there  is  great  inconsistency  in  the  way 
that  HEIs  value  such  assets  on  their  balance  sheets.  Historical  cost  may  be  a  tiny  fraction  of  the 
market  value  or  replacement  cost  of  many  college  and  university  buildings.  Second,  many  college 
and  university  buildings  cannot  readily  be  sold.  And  because  owning  a  building  generally  also 
means  owning  the  responsibility  of  maintaining  it,  a  building,  even  one  with  a  high  replacement 

^'Considering  Jusl  endowment,  the  wealthiest  10%  of  schools  have  a  level  of  endowment  per 
student  that  is  more  than  four  orders  of  magnitude  greater  than  that  of  the  poorest  40%  of 
schools  -  S39.702.  vs.  Sl.65! 
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cx)st,  can  potentially  be  a  liability.  In  all  likelihcxxi,  including  such  assets  in  our.  measure  of 
wealth  would  only  have  increased  the  degree  of  wealth  inequality. 

Table  7  shows  the  proportion  of  wealth  accounted  for  by  legislative  appropriations^  flows 
of  gifts  and  grants,  and  endowment  for  public  and  private  HEIs  by  type.  As  is  evident,  public 
appropriations  are  relatively  insignificant  for  private  institutions,  and  gifts  and  grants  are  a 
relatively  minor  source  of  wealth  for  the  majority  of  public  institutions. 

Differences  in  HEIs'  level  of  wealth  and  its  sources  may  have  significant  implications  for 
future  trends  in  the  costs  of  providing  higher  education  and  tuition  levels  as  well.  We  discuss 
these  later  in  our  paper. 

We  show  below  that  there  are  great  differences  in  the  sources  of  funding  for  E&G 
expenditures  among  HEIs  within  many  of  the  control  and  type  categories.  The  more  prestigious 
institutions  fund  more  of  their  activities  from  gifts  and  grants  ond-especially  in  the  case  of 
private  institutions— from  endowment  income,  than  less  selective  HEIs." 

Quality 

Higher  educational  institutions  presumably  also  differ  in  regard  to  the  "quality"  of  the 
product  they  provide.  We  must  be  very  careful  here,  however.  Making  comparisons  of  quality 
not  only  involves  intractable  measurement  problems,  but  conceptual  difficulties  as  well.  Different 
types  of  institutions  serve  differetit  students;  the  best  kind  of  instruction  for  gifted  students  may 
be  inappropriate  for  less  acaderrucally  oriented  students,  and  vice  versa.  Ideally,  quality  would  be 
measured  relative  to  the  HEIs'  educational  objectives. 


^  Ideally,  we  would  wish  to  distinguish  between  gifts  and  grants,  as  the  former  is  less  likely 
to  bring  with  it  an  obligation  to  perform  a  given  activit\\  Present  data  limitations  prevent  us 
from  satisfactorily  doing  so. 
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Even  here,  there  are  diffioilt  issues  to  confront.  Unless  resources  are  wasted,  higher 
quaUty  can  be  obtained  with  greater  resource  expenditure.  Therefore,  from  a  resource  allocation 
perspective,  we  would  want  some  measure  of  quality  output  per  dollar  of  expenditure.  An 
indicator  such  as  this  is  still  more  difficult  to  achieve.  (See  the  companion  paper, 
"Understanding  the  "QuaUty  Issue  in  U.S.  Higher  Education,"  for  a  more  thorough  discussion  of 
the  quality  issue.) 

The  fact  that  quality  is  difficult  to  define  and  measure  accurately  does  not  prevent  people 
from  forming  judgments  about  schools'  relative  quality,  however  well  or  ill-informed  these 
judgments  may  be.  And  for  a  variety  of  reasons^  schools'  reputations  for  quaUty  play  a  critical 
role  in  the  higher  educational  market. 

For  the  purpose  of  understanding  how  students  sort  themselves,  and  are  sorted  into, 
various  colleges  and  universities,  it  may  be  best  to  focus  on  the  role  of  schools'  reputation  for 
quality  as  opposed  to  the  true  level  of  quality  or  quality  per  dollar.^^    This  is  so  for  several 
reasons. 

As  a  practical  matter,  a  student  cannot  "test  drive"  a  college  to  develop  an  accurate 
measure  of  its  quality.  It  may  take  a  lifetime  to  develop  an  accurate  sense  of  how  good  an 
education  one  received  at  college.  Campus  visits  provide  at  most  very  limited  information. 
Guidance  counselors,  friends  and  parents  obviously  lack  direct  experience  with  most  schools. 
College  guidebooks  suffer  from  the  same  limitations;  even  those  that  compile  information  from 
student  surveys  are  relying  on  information  provided  by  consumers  each  of  whom  has  experience 
with  only  one  school  and  lack  comparative  information.  As  a  result,  fmancial  and  locational 

"  Most  of  these  reasons  have  to  do  with  the  role  of  imperfect  information  in  the  higher 
educational  market.  We  will  discuss  these  in  detail  below. 

In  contrast,  for  the  purposes  of  public  polic\-  making,  we  should  probably  be  concerned 
more  with  actual  quality  per  dollar  than  with  reputation  for  quaiit\\ 
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considerations  aside,  most  students  make  their  college  appUcation  and  matriculation  decisions  on 
the  basis  of  institutions'  reputations.  The  factors  that  affect  a  school's  reputation  may  differ 
across  schools.  In  two  year  colleges,  job  placement  rates  or  prospects  for  transfer  to  a  four  year 
school  may  be  critical.  Qass  size  and  instructor  quality  may  be  important  for  schools  competing 
in  a  national  markeL 

For  the  purposes  of  this  study,  and  fuUy  recognizing  the  Umitauons  of  the  categories  we 
employ,  we  will  differentiate  between  four  "quality  reputation  categories."  Given  the  importance 
of  measuring  quality  relative  to  educational  objectives,  we  have  chosen  to  describe  these 
categories  as  "selectivity  categories"  rather  than  quality  categories. 

Our  four  selectivity  categories  for  higher  educational  institutions  are  defined  on  the  basis 
of  average  measured  student  ability  (as  measured  by  average  SAT  scores)  and  selectivity  (the 
percentage  of  applying  students  admitted).  They  are: 

(1)  Tiighly  selective"  schools:  these  are  the  50  schools  with  the  highest  average 
combined  math  and  verbal  SAT  scores; 

(2)  "moderately  selective"  schools:  these  schools  admit  less  than  61  percent  of  all 
applicants,  excluding  the  50  schools  with  the  highest  average  combined  SAT 
scores; 

(3)  "less  selective"  schools:  those  schools  that  admit  between  61  percent  and  98 
percent  of  all  applicants; 

(4)  "non-selective"  schools:  these  are  schools  that  admit  99  percent  or  100  percent  of 
all  applicants. 

Certainly  other  dimensions,  such  as  simple  SAT  or  ACT  scores  of  students  or  level  of 
E&G  expenditures  per  student,  might  be  used  to  delineate  qualit>'  groups.  However,  selectivity' 
has  the  advantage  of  being  a  market-based  criteria;  the  applications  a  school  receives  are 
indicators  of  the  level  of  demand  for  the  product  an  instiiution  is  providing.  Vve  would  expect 
this  demand  to  be  related  to  an  institutions  s  quaiity  reputation. 
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For  informational  purposes,  we  include  below,  in  Table  8,  a  listing  of  the  schools  in  the 
highly  selective  group  by  SAT  scores.  We  appreciate  that  many  schools  rely  on  ACT  scores 
more  heavily  than  SAT  scores,  but  after  ranking  schools  by  ACT  score,  we  concluded  that  the 
schools  with  the  highest  ACT  scores  that  were  suited  for  a  list  of  "highly  selective7elite  schools 
were  also  among  the  schools  with  the  highest  SAT  scores  and  therefore  that  our  list  of  "highly 
selective"  schools  is  a  representative  one." 

Table  9  lists  the  number  of  two-year  and  four-year  colleges  and  universities  in  each 
selectivity  category,  with  a  further  breakdown  between  public  and  private  HEIs.  As  is  apparent 
in  the  table,  private  colleges  and  universities  dominate  the  "highly  selective"  category,  both  public 
and  private  colleges  play  a  significant  role  in  the  "moderately  sele::tive"  category,  private  four- 
year  colleges  dominate  the  "less  selective"  category,  and  public  two-year  schools  dominate  the 
non-selective  category. 

Reputations  for  quality  vary  across  institutions  from  poor  to  outstanding.  Institutions  can 
have  national  (even  international)  reputations,  or  just  regional  or  local  reputations.  We  would 
expect  that  there  is  a  strong  relation  between  the  geographic  reach  of  institutions'  reputations 
and  their  level  of  reputed  quality.  This  is  supported  by  the  data  in  Table  10  which  gives  the 
median  number  of  states  and  foreign  countries  of  origin  for  students  in  HEIs  by  control,  type 
and  selectivity  category. 

We  have  indicated  that  selectivity  can  be  a  useful  means  of  categorizing  HEIs.  Table  11 
below  gives  the  numbers  of  all  schools  admitting  less  than  50  percent,  50  percent  to  60  percent. 


"  The  reader  may  wonder  why  we  did  not  simply  define  the  "highly  selective"  category  to  be 
the  fifty  (or  some  other  appropriate  number)  most  selective  schools  in  our  sample.  We 
constructed  a  list  of  the  100  most  selective  schools  and  found  that  a  very  large  number  were 
either  small  religious  institutions,  fine  arts  institutions  (frequently  small),  or  craft  and  technical 
schools  with  a  ver\'  narrow  orientation.  We  concluded  that  the  list  so  constructed  did  not 
coincide  with  the  popular  conception  of  the  nation  s  most  prestigious  HEIs. 
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61  percent  to  98  percent,  and  99-100  percent  of  applicants.  It  is  striking  to  note  that  only  100 
schools,  or  less  than  5  percent  of  all  institutions,  admit  fewer  than  50  percent  of  their 
applicants."    Almost  a  third  admit  99  percent  or  100  percent  of  their  applicants. 

Our  quality  categorization  is  strictly  based  on  student  ability  and  selectivity.  But  not 
surprisingly,  there  is  a  high  correlation  between  institutional  wealth  and  quality  reputation. 
Looking  first  at  private  schools  only,  we  see  in  Table  12  below  that  of  the  46  schools  categorized 
as  highly  selective,  fuUy  89  percent  (41  out  of  46)  are  in  the  wealthiest  10  percent  of  schools  as 
measured  by  our  inclusive  measure  of  wealth  per  student  and  fully  100  percent  (46  out  of  46)  are 
in  the  wealthiest  20  percent  of  schools.  Of  the  four  highly  selective  public  HEIs,  three  are 
among  the  wealthiest  10  percent  schools  using  our  more  inclusive  measure  of  wealth. 

Highly  selective  schools  use  their  wealth  to  fund  greater  educational  expenditures  per 
student  than  is  provided  by  less  selective  HEIs.  As  can  be  seen  in  Table  13  below,  the 
Educational  and  General  (E&G)  expenditures  per  student  across  selectivity  categories  show  a 
clear  pattern  of  higher  expenditures  in  the  more  selective  schools. 

The  relation  between  selectivity  and  wealth  should  come  as  no  surprise.  Wealthy  schools 
have  the  ability  to  subsidize  students'  education  by  drawing  on  their  wealth,  thereby  charging 
students  less  than  the  "full  cost"  of  providing  their  education.  That  this  occurs  is  easily  seen  in 
Table  14  below,  which  shows  the  educational  subsidy  HEIs  provide  by  type,  control  and 
selectivity  category,  where  subsidy  is  measured  as  the  difference  between  tuition  per  student  and 
Educational  and  General  expenditures  per  student,  net  of  financial  aid.  It  is  very  interesting  to 
note  that  it  is  only  in  the  highly  selective  group  that  private  HEIs  provide  a  higher  per  student 
subsidy  than  public  schools. 

='  We  recoanize  that  measures  of  selectivity  ignore  the  problem  of  self-selection.  Obviously, 
some  students  are  discouraged  from  applying  to  the  selective  schools  precisely  because  they  have 
high  admissions  hurdles.  There  is  no  obvious  way  to  surmount  this  measurement  problem. 
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All  other  things  equal,  we  would  expect  demand  for  admission  to  an  HEI  to  increase  with 
the  subsidy  per  student,  as  measured  by  expenditures  minus  tuition.  Because  the  selective 
schools  only  admit  a  fixed  number  of  students  per  year,  regardless  of  the  number  of  applicants, 
the  relation  between  wealth  and  subsidy  and  the  relation  between  subsidy  and  demand  together 
suggest  that  selectivity  should  increase  with  HEI  wealth.  As  we  saw  in  Table  12  above,  this  is 
the  case. 

It  is  not  enough  to  know  that  more  selective  HEIs  spend  more  per  student:  clearly,  it  is 
of  great  interest  to  know  on  what  the  money  is  being  spent.  The  HEGIS  data  do  not  allow  us 
to  answer  this  question  in  a  fully  satisfactory  manner,  but  some  of  the  data  are  revealing. 

Table  15  below  provides  information  on  student  to  faculty  ratios  for  HEIs  categorized  by 
type,  control,  and  "quality"  groupings.  As  can  be  seen  in  this  table,  for  the  two  highest  selectivity 
categories,  private  universities  and  four-year  colleges  provide  lower  ratios  of  student  to  faculty 
than  do  their  public  coimterparts.  For  the  two  lowest  selectivity  categories  this  relationship  is 
reversed  for  these  two  HEI  types.  (There  is  no  such  clear  pattern  for  two-year  colleges.) 
Further,  student  to  faculty  ratios  are  generally  lower  for  the  higher  quality  schools.  Public  or 
private,  the  difference  between  the  elite  universities  and  the  non-selective  two-year  colleges  is 
quite  striking.*^ 


^  The  data  in  Table  15  refer  to  the  ratio  of  full  time  faculty  to  students,  and  are  drawn  from 
the  Peterson's  Guide  data.  We  performed  similar  analyses  using  the  total  number  of  faculty  to 
students,  and  obtained  quite  different  results.  The  explanation  is  that  the  less  selective  schools 
teach  a  far  greater  number  of  their  classes  using  part-time  faculty,  which  greatly  increases  the 
number  of  faculty.  To  test  the  robustness  of  the  results  in  Table  15,  we  created  a  similar  table 
in  which  we  computed  the  faculty  to  student  ratios  by  assuming  that  the  total  number  of  full- 
time  equivalent  faculty  is  equal  to  the  number  of  full  time  faculty  plus  one-half  the  number  of 
part-time  facult\\  When  we  did  so.  we  found  a  pattern  ver>'  similar  to  that  in  Table  15.  -Ajnong 
other  thincs,  this  suggests  that  one  must  be  very  careful  when  using  facultyvstudent  ratios  as  an 
index  of  qualit\\ 
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Lower  student  to  faculty  ratios  presumably  imply  smaller  classes  and  greater  opportunities 
for  students  to  exchange  ideas  and  obtain  extra  help  from  faculty.  The  positive  relation  between 
the  cost  of  higher  education  and  the  student  to  faculty  ratio  should  be  at  least  moderately 
comforting  to  policy  analysts,  not  to  mention  parents  who  have  paid  a  tuition  premium  to  send 
their  children  to  a  private  college  or  university  and/or  a  highly  selective  HEL 

How  Characteristics  Affect  f^^'  ^^nomic  Behavior 

The  characteristics  of  higher  education  institutions  affect  their  behavior  in  many  ways. 
We  have  chosen  to  confine  our  attention  to  non-profit  HEIs,  and  therefore  did  not  discuss  non- 
profit status  in  the  preceding  section.    But  this  may  be  the  most  important  characteristic  of  all 
those  that  affea  HEIs*  behavior. 

Perhaps  the  most  obvious  way  that  HEIs'  non-profit  status  affects  their  behavior  is  that 
for  the  great  majority  of  schools,  tuition  is  less  than  E&G  expenditures  per  student  (See 
Table  3  above.)  In  other  words,  price  is  below  cost,  in  many  cases  very  substantially  below  cost. 
Qearly,  we  would  not  expect  to  observe  this  relation  in  the  case  of  for-profit  finns,^^  and  yet  we 
have  come  to  expect  it  as  the  norm  in  the  realm  of  higher  education. 

A  non-profit  organization  has  no  stockholders  as  the  rightful  claimants  of  the  surplus  of 
revenues  over  costs.  It  will  not  be  the  target  of  a  hostile  takeover.  Unless  it  is  essentially 
insolvent,  it  will  not  be  dissolved,  and  if  it  is,  its  officers  will  not  receive  golden  parachutes.  In 
fact,  by  law,  even  the  remuneration  of  employees  of  non-profits  is  subject  to  certain  limitations  so 
that  non-profit  status  is  not  used  simply  as  a  vehicle  for  tax  avoidance.  (At  the  same  time, 
should  the  opportunity  to  do  so  arise,  we  would  not  expect  employees  of  non-profits  to  be 


The  exception  would  be  during  implementation  of  a  predatory  pricing  scheme  to 
eliminate  competitors.  In  this  case,  price  is  only  below  cost  until  the  target  firm  has  been 
eliminated,  and  then  it  would  be  raised  to  a  level  above  cost.  The  relation  between  price  and 
cost  in  higher  education  has  nothing  to  do  with  predators'  behavior. 
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substantially  less  interested  in  improving  their  pay  or  perquisites  than  employees  of  profit 
oriented  organizations.) 

All  of  this  implies  that  non-profit  organizations  typically  expect  to  function  indefinitely 
and  that  the  decision  process  is  likely  to  be  governed  by  a  very  long  term  perspective.  Managers 
of  HEIs  are  not  subject  to  the  same  pressure  from  stockholders  or  corporate  raiders  to  produce 
higher  profits  or  sales  each  year  that  often  prevent  managers  of  profit-oriented  firms  from 
attending  to  important  long  run  decisions  and  goals.  When  shon-term  considerations  do  govern 
decisions,  it  is  generally  because  fmancial  difficulties  threaten  the  organization. 

If  profit  is  not  to  be  the  factor  motivating  behavior,  something  must  replace  it: 
performance.  The  goal  of  a  typical  non-profit  educational  organization  is  to  try  to  produce 
educational  exceUence,  defined  according  to  the  educational  mission  of  the  institution,  and  to  be 
recognized  for  doing  so."  Because  of  the  long  term  orientation  of  non-profits,  efforts  to  pursue 
these  goals  in  the  short  run  are  tempered  by  the  constraint  that  producing  cxceUence  today  must 
not  jeopardize  the  ability  of  the  institution  to  continue  to  do  so  in  the  future.  (See  Bowen  (1981) 
for  some  rather  critical  remarks  on  educational  institutions'  pursuit  of  excellence.) 
Describing  the  Market  Segments 

We  have  argued  that  the  higher  education  market  is  highly  segmented.  We  have  chosen 
to  divide  the  higher  education  market  into  four  segments.  However,  for  many  colleges  and 
universities,  an  appropriate  definition  of  the  "market"  that  effectively  provides  competition  may 
consist  of  only  a  few  other  schools  in  a  smaU  geographical  region:  in  other  words  within  each 
market  segment  there  are  smaller  sub-segments  that  could  be  delineated.  Let  us  begin  by 
defining  the  four  broad  market  segments  that  will  be  the  focus  of  our  anaK-sis. 


"  This  is  supported  by  Steinberg's  (1986)  finding  that  educaiion  rirms"  tend  lo  be  "ser^'ice 
maximizers." 
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The  Tiighly  selective/  or  "elite,"  schools  compete  for  students  who,  with  very  few 
exceptions,  have  already  made  the  decision  to  pursue  higher  education.  These  schools  largely 
compete  for  students  in  a  national  market,  although  there  are  some  highly  selective  schools  - 
primarily  though  not  exclusively  the  elite  public  universitics-that  attract  most  of  their  students 
&om  within  their  own  region  of  the  country.  The  highly  selective  schools  are  virtually  all  four 
year  colleges  and  imivcrsities^,  with  z  disproportionately  large  number  of  technical  and 
engineering  schools.  Within  this  selectivity  category,  public  institutions  are  greatly  outnumbered 
by  private  universities  and  colleges.  \ 

The  "moderately  selective"  segment  of  the  market,  defined  above  as  schools  not  in  the  top 
50  that  admit  less  than  61  percent  of  their  applicants,  consists  of  about  160  HEIs.  This  segment 
too  is  dominated  by  four  year  colleges  and  universities.  Approximately  two  thirds  are  private 
institutions  and  the  balance  public  institutions.  These  schools  compete  for  students  primarily  in 
regional  and  state  markets.^ 

The  "less  selective"  market  segment  consists  of  those  HEIs  admitting  between  61  percent 
and  98  percent  of  all  applicants,  and  whose  student  SAT  scores  are  not  among  the  top  fifty 
ranked  schools.^  The  "less  seleaive"  category,  with  over  1200  HEIs,  is  the  largest  category  in  our 

^  One  exception  is  Deep  Springs  College  in  California,  a  two-year  school  whose  students 
have  the  highest  average  SAT  scores  of  any  school  in  the  country.  However,  this  is  a  very  small 
school  with  a  very  spedalized  educational  mission. 

^  There  are  some  exceptions  to  this,  however.  A  number  of  these  are  "Public  Ivies,"  many 
of  which  do  compete  for  students  in  a  national  market,  and  which  are  extremely  selective  in 
admitting  out-of-state  residents.  In  effect,  the  constraints  imposed  on  these  schools  because  they 
are  public  institutions  causes  their  selectivity  to  be  lower  than  their  national  reputations  would 
warrant.  Others  are  schools  with  a  national  reputation  who  for  one  reason  or  another  have  a 
low  ratio  of  applicants  to  admits.  In  some  cases,  this  is  the  result  of  self-selection  on  the  part  of 
applicants:  other  causes  might  be  a  degree  of  programmatic  specialization  that  discourages  some 
students  from  apphang  or  perhaps  an  undesirable  location. 

Only  two  schools  admitting  more  than  61%  of  their  applicants.  Reed  and  Brandeis,  were 
categorized  as  highly  selective  on  the  basis  of  average  student  SATs. 
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sample.  In  tcnns  of  numbers  of  institutions,  private  four-year  colleges  dominate  this  category. 
As  in  the  case  of  the  moderately  selective  categoiy,  with  a  few  exceptions,  these  schools  compete 
for  students  largely  in  regional  and  state  markets. 

There  are  roughly  750  non-selective  schools,  defined  as  those  KF.Is  admitting  99  percent 
or  100  percent  of  their  applicants.  These  schools  comprise  the  second  largest  segment.  The 
non-selective  schools  fall  into  several  categories.  Hrst,  there  are  the  two-year  colleges,  which 
account  for  over  83  percent  of  the  non-selective  schools.  Of  these  two  year  institutions  the  vast 
majority  are  public  colleges.  Wthin  our  sample,  the  public,  non-selective,  two-year  schools 
comprise  92  percent  of  the  non-selectivt:  two-year  HEIs.^  These  two  year  schools  draw  their 
students  from  within  the  state  or  local  area.  The  second  sub-category  is  the  non-seleaive  four 
year  colleges.  Most  of  these  serve  a  local,  state,  or  regional  clientele.  Otir  sample  contains  only 
one  non-selective  university. 

The  competition  for  students  occurs  largely  within  segments,  although  as  might  be 
expected,  there  is  some  inter-segment  competition  for  students  at  the  high  and  low  ends  of  the 
less  selective  market  The  non-selective  market  segment  is  iisefully  divided  into  two  components: 
two-year  colleges  and  four-year  colleges.  For  two-year  colleges,  the  potential  student's  relevant 
choice  is  frequently  between  a  two-year  college  and  full-time  labor  force  participation  or  perhaps 
attendance  at  a  proprietary  school;  that  is,  the  "competition"  is  not  another  similar  school.  Non- 
selective four-year  colleges  face  a  more  diverse  market:  they  are  competing  with  other  four-year 
colleges  for  some  students,  with  two-year  colleges  and  proprietary  schools  for  some  students,  and 
for  still  others,  with  employment  or  other  non-academic  alternatives. 


^  Because  of  missing  data  items,  our  sample  omi«  roughly  sevent}-  private  two-year 
colleges. 

46 


Table  16  provides  data  on  E&G  expenditures  per  student  across  the  different  selectivity, 
control,  and  type  categories.  The  differences  in  E&G  per  student  are  very  marked.  The  first 
thing  to  note  is  that,  except  for  two  year  schools,  expenditures  per  student  are  higher  for  private 
institutions  than  for  public  institutions  once  we  take  HEI  type  and  selectivity  into  account  This 
may  reflect  economies  that  can  be  achieved  in  very  large  public  universities;  or  it  may  reflect  a 
decision  by  private  HEIs  to  find  market  niches  in  which  they  can  compete  with  taxpayer 
subsidized  public  HEIs  by  providing  "personalized  service,"  smaller  classes,  or  costly  specialized 
programs.  The  argument  that  this  merely  reflects  the  costs  of  unnecessary  luxury  amenities  is 
made  somewhat  less  tenable  by  the  fact  that  the  disparity  in  costs  cuts  across  all  selectivity 
categories,  including  many  private  HEIs  in  the  less  selective  and  non-seleoJve  categories  that  are 
struggling  to  survive,  although  in  these  categories  the  cost  differences  arc  modcsL 

It  is  interesting  to  note  that  the  relative  differences  in  E&G  expenditure  per  student 
between  private  and  public  institutions  decline  substantially  as  we  move  to  the  less  selective 
market  segments.  Expenditures  per  student  are  81  percent  higher  in  the  most  elite  private 
universities  than  in  their  public  counterparts^;  the  difference  between  public  and  private 
imiversities  in  the  less  selective  category  is  only  32  percent  Again,  this  might  be  viewed  as 
lending  some  weight  to  the  Bennett  argument  that  elite  schools  in  particular  are  competing  for 
students  with  ameniUes,  On  the  other  hand,  it  almost  certainly  also  reflects  the  fact  that  HEGIS 
data  do  not  allow  us  to  calculate  a  separate  cost  per  undergraduate  student  in  universities,  and 
thus  our  cost  data  are  contaminated  by  the  very  high  costs  per  student  of  medical  schools,  law 
schools,  business  schools,  and  graduate  programs  with  very  low  ratios  of  students  to  faculty  and 
high  research  expenses.  If  better  data  become  available,  this  is  a  subject  that  clearly  merits  more 
attention. 


The  difference  appears  even  more  marked  among  elite  four  year  colleges.  As  there  is 
only  one  public  elite  four  year  HEI.  we  attach  little  weight  to  this  finding. 
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Private  four  year  coi:  ^ges  in  the  highly  selective  segment  spend  twice  as  much  per  student 
on  E&G  expenditures  than  their  highly  selective  public  counterparts.  In  the  less  seleaive 
category  this  private/public  expenditure  difference  for  colleges  falls  to  less  than  10  percent.  The 
high  level  of  spending  of  the  elite  private  colleges  is  sustainable,  in  part,  due  to  the  subsuntial 
endowments  of  many  of  these  schools.  This  is  discussed  in  more  detail  later. 

The  differences  in  E4ScG  spending  per  student  are  also  striking  when  we  compare  E&G 
expenditures  per  student  across  the  selectivity  categories.  For  example,  on  average,  E&G 
expenditures  are  more  than  two  times  higher  per  student  at  the  highly  selective  private  four  year 
colleges  than  at  the  non-selective  private  four  year  colleges.  Somewhat  smaller  but  similar 
differences  exist  for  public  univemties.  A  student  who  is  admitted  to  one  of  the  most  selective 
HEIs  will  have  far  greater  resources  devoted  to  his/her  education  than  a  student  attending  a  less 
selective  or  non-selective  college.  This  may  explain  the  eagerness  with  which  students  seek 
admission  to  the  most  prestigious  schools;  at  the  very  least,  it  suggests  that  the  students  attending 
these  institutions  are  not  simply  being  duped:  it  is  not  just  tuition  that  is  high,  but  expenditures 
per  student  as  well 

In  this  section  we  have  painted  a  broad  outline  of  the  supply  side  of  the  market  for  non- 
proprietary undergraduate  higher  education.  We  have  defined  the  major  segments  of  the  market 
and  described  the  type  and  control  of  the  schools  within  each  segment.  We  have  also  described 
the  relative  wealth  of  HEIs,  categorized  by  type,  control,  and  selectivity.  Using  several  measures 
of  institutional  wealth,  we  described  the  distribution  of  wealth  among  colleges,  as  well  as  the 
relation  between  wealth  and  other  institutional  characteristics. 

To  understand  the  functioning  of  the  market  for  undergraduate  higher  education,  it  is  not 
sufficient  to  anaK-ze  the  determinants  of  supply:  demand  conditions  are  no  less  important.  It  is 
to  these  that  we  now  turn, 
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Demand  for  Undergraduate  Higher  Education 
Understanding  the  demand  side  of  the  higher  education  market  involves  analyzing  the 
sequence  of  choices  faced  by  high  school  juniors  and  seniors  and  the  variety  of  other  individuals 
who  may  decide  that  now  is  the  time  to  continue  their  formal  education.  At  the  most  basic 
level,  this  demand  process  begins  with  an  indtvidual's  or  family's  decision  to  pursue  higher 
education.  Certainly  i  wide  range  of  factors  will  be  considered  at  this  initial  stage.  At  a 
minimum,  these  would  include:  the  expected  out-of-pocket  price  of  two  or  four  years  of  college; 
the  expected  future  returns  .from  education,  both  monetary  and  nonpecuniary;  the  iimncdiate 
benefits  and  costs  of  student  life;  and  the  earnings  foregone  during  attendance  at  college. 

In  the  second  stage  of  the  demand  process,  individuals  must  decide  what  school  or 
schools  they  want  to,  or  would  be  willing  to,  attend  and  begin  the  application  process.  To  a  large 
extent  this  stage  can  be  thought  of  as  an  information  gathering  and  matching  step.  Prospective 
students  *shop"  for  schools  that  appear  to  offer  the  best  package  of  characteristics,  such  as  cost, 
location,  academic  quality,  etc^  taking  into  account  their  financial  resources,  regional  preferences, 
educational  aspirations,  career  goals,  etc..  This  shopping  step  is  often  severely  constrained  by 
imperfect  information.  Many  families  do  not  have  an  accurate  conception  of  the  range  and  level 
of  financial  aid  available  at  many  institutions.^  Additionally,  important  academic  features  of 
some  institutions  may  not  be  easily  discerned. 

For  some  students,  particularly  those  considering  attending  one  of  the  more  selective 
institutions,  this  second  stage  of  the  process  of  finding  a  match  with  a  suitable  college  can  be 
very  involved.  However,  for  many  other  potential  students,  it  is  a  very  simple  one. 


This  occurs  despite  the  often  substantial  resources  many  institutions  devote  to  recruiting 
students  and  the  continuing  efforts  of  high  school  guidance  counselors. 

50 


233 


Students  whose  circumstances  (or  lack  of  complete  information)  lead  them  to  only 
consider  attending  a  public  HEI  in  their  own  community  or  state  may  in  some  cases  simply  enroll 
at  a  non-selective  two-year  or  four-year  institution;  there  is  no  application  or  admissions  barrier. 
K  the  preferred  public  HEI  docs  not  admit  all  applicants  but  only  those  who  meet  some  specified 
standard,  the  student  may  have  to  ascertain  if  he  or  she  meets  that  standard;  here  too,  the 
process  of  gaining  access  to  a  HEI  is  neither  expensive  or  time  consuming.  When  we  consider 
that  more  than  a  third  of  the  HEIs  in  our  sample,  primarily  two-year  public  colleges,  admit  all 
those  who  request  admission,  and  that  about  30  percent  of  the  HEIs  in  our  sample  admit  more 
than  98  percent  of  their  applicants,  it  is  clear  that  for  a  great  many  matriculants,  particularly 
those  attending  public  institutions,  the  process  of  selecting  a  college  may  be  less  involved  than 
the  process  of  deciding  whether  or  not  to  pursue  higher  education  at  ail.  The  final  stage  in  the 
matriculation  process,  assuming  that  an  individual  applies  to  and  is  accepted  at  more  than  one 
school,  involves  weighing  the  relative  attractiveness  of  acceptances  at  more  than  one  institution. 
This  choice  can  range  from  selecting  the  best  financial  aid  offer  among  several  quite  similar 
colleges  to  deciding  between  a  state  university  and  a  high  cost  private  university.  For  those 
students  who  apply  to  only  one  school  or  are  accepted  to  only  one  school,  this  stage  poses  no 
new  choices  and  collapses  into  the  previous  stage. 

From  an  economic  perspeaive,  the  product  that  is  typically  purchased  by  a  student,  a 
"college  education,"  is  an  input  into  future  productive  activities,  or  a  form  of  human  capital.^^ 
The  value  of  this  investment  in  human  capital  is  not  only  a  function  of  the  quality  of  faculty  and 

^  To  be  sure,  there  is  also  a  pure  consumption  element  to  college:  proms,  sporting  events, 
concerts,  and  parties,  etc.  have  very  little  if  any  effect  on  future  productivity.  However,  the  share 
of  total  college  expenses  accounted  for  by  these  actixities  is  quite  small,  particularly  when  we 
take  into  account  the  extent  of  such  activity  that  would  take  place  if  the  indi\'iduals  were  working 
rather  than  attending  college.  For  this  reason,  we  will  focus  on  college  as  an  activir\'  the  priman* 
function  of  which  is  to  improve  future  productiviw, 
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facilities  at  the  institution  attended,  but  depends  as  well  on  the  student's  own  effort  during 

college  and  on  subsequent  labor  market  experience. 

Interestingly,  what  a  student  gets  out  of  higher  education  also  dejDends  in  some  ways  on 

the  characteristics  of  other  students,  for  example,  their  academic  ability  and  motivation.  As  we 

will  sec,  this  has  implications  for  both  the  demand  process  and  the  admissions  behavior  of  HEIs. 
The  cxpcacd  monetary  return  to  higher  education  can  be  thought  of  as  the  net  present 

value  of  the  difference  in  lifetime  earnings  of  individiials  with  a  college  diploma  compared  to 
high  school  graduates.^  A  larger  differential  would  tend  to  be  associated  with  a  greater  demand 
for  higher  education.  Although  this  differential  has  recently  grown  very  sharply^S  it  is  not  clear 
that  high  school  juniors  and  seniors  are  aware  of  the  magnitude  of  these  changes.  It  is  also  true 
that  monetary  returns  vary  with  a  range  of  variables,  including  family  background,  major,  student 
effort,  and  college  control  category  and  selectivity  (James,  (1989)).  In  addition,  returns  vary  with 
race  and  sex.  These  differences  can  be  useful  in  helping  to  explain  differences  in  demand  for 
higher  education  across  these  groups;^  if  women  and  minorities  obtain  a  lower  economic  return 
from  investment  in  the  same  education  as  a  white  male,  their  demand  for  higher  education  would 
rationally  be  lower. 

Potential  matriculants  must  consider  important  differences  in  the  perceived  and  actual 
returns  at  different  higher  education  institutions.  Qearly,  one  would  expect  the  monetary  return 

Recalling  our  earlier  discussion  of  the  concept  of  net  present  value,  the  net  present  value 
of  the  difference  in  earnings  between  someone  with  and  without  a  college  degree  would  be  found 
by  taking  the  difference  in  the  individuals*  earnings  each  year,  applying  the  appropriate  discount 
factor  to  each  year,  and  then  summing  the  discounted  differences  over  the  individuals'  working 
lifetimes. 

For  a  recent  paper  that  addresses  this  issue,  see  Katz  and  Murphy  (1990). 

Again  according  to  Katz  and  Murphy  (1990),  the  male/female  wage  differential  narrowed 
substantially  from  1979  to  1987.  Nevertheless,  the  gap  remains  significant. 
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from  two  years  of  higher  education  to  be  )ess  than  the  returns  from  attending  a  four  year 
institution.  Returns  would  also  be  expected  to  vary  with  the  major  area  of  study  that  students 
pursue.^  More  interesting,  in  terms  of  our  demand  analysis,  is  the  pattern  of  variation  in 
cxpcaed  returns  across  the  market  segments  that  we  have  identified.  At  present,  there  is 
insufficient  information  relating  to  this  very  important  question.  Other  dimensions  of  interest 
include  the  differences  in  returns  between  hl)eral  arts  colleges  and  universities. 

There  may  also  be  important  nonpecuniary  returns  that  higher  education  provides.  For 
example,  students  may  acquire  a  "taste"  for  a  variety  of  cultural  and  recreational  activities  that 
they  will  continue  to  enjoy  later  in  life.  The  type  of  work  an  individual  engages  in  as  well  as 
future  socioeconomic  status  is  in  large  pait  determined  by  his  or  her  level  of  education. 
Furthermore,  education  is  positively  correlated  with  several  interesting  phenomenon:  lower 
incidence  of  smoking,  higher  perceived  levels  of  happiness,  and  higher  assessments  of  health.^ 

In  the  first  stage  of  the  demand  process  an  individual  weighs  the  benefits  and  costs  of 
attending  or  not  attending  a  higher  education  institution.  It  may  well  be  the  case  that  at  this 
stage  the  short  run  opportunity  cost*^  of  attending  college  for  two  or  four  years  plays  an 
important  role  in  determining  demand. 

When  a  high  school  graduate  attends  college  for  two  or  four  years,  she  is  foregoing  the 
income  that  could  be  earned  if,  instead,  she  immediately  entered  the  labor  market  Short  run 
opportunity  costs  depend  on  a  number  of  factors  that  determine  the  wage  an  individual  will 
receive;  these  include:  current  (local  or  national)  labor  market  conditions  and  individual  skills  and 


See  Estelle  James  et.  al.,  op.  cit.,  for  some  discussion  of  this  factor. 

^  See  Farrell  and  Fuchs  (1982)  for  the  evidence  relating  education  to  reduced  smoking  and 
Grossman  (1975)  for  the  association  with  better  health. 

The  "opportunity'  cost"  of  something  is  that  which  must  be  sacrificed  to  obtain  it. 


abilities.  This  foregone  income  may  be  a  particularly  important  factor  for  students  from  low 
income  families.  The  reality  of  another  paycheck  today,  to  pay  for  necessities,  may  have  greater 
appeal  than  the  promise  of  a  larger  paycheck  in  the  future. 

The  matriculation  decisions  of  "nontraditional*  students,  who  turn  to  higher  education 
after  a  significant  length  of  time  in  the  job  market  or  running  a  household,  also  depend  in 
important  ways  on  opportunity  costs.  Often  such  an  individual  has  to  give  up  a  secure  job,  as 
well  as  a  substantially  higher  income  than  a  recent  high  school  graduate.  For  others,  it  may 
involve  substituting  costly  market-provided  services,  such  as  daycare  or  cleaning,  for 
uncompensated  household  labor. 

Opportunity  cost  is  an  important  influence  on  demand  over  which  colleges  and 
universities  have  very  little  control,  other  than  by  trying  to  schedule  classes  at  more  convenient 
hours  or  providing  on-campus  daycare,  etc.  The  opportunity  cost  issue  may  be  particularly 
important  for  two  year  institutions,  many  of  which  provide  technical  and  vocational  skills.  Similar 
training  may  be  available  to  potential  students  in  an  on-the-job  form  by  some  employers;  access 
to  this  option  may  make  two  years  in  college  decidedly  less  appealing. 

In  the  latter  two  stages  of  the  demand  process,  selecting  the  segment  of  the  higher 
education  market  within  which  to  submit  college  applications,  and,  subsequently,  selecting  an 
individual  institution  to  attend,  quality  and  perceptions  of  quality,  as  well  as  financial  and  family 
constraints,  play  central  roles.  As  we  mentioned  earlier,  for  many  potential  students,  particularly 
those  attending  the  less-selective  and  non-selective  public  institutions,  financial  and  family 
constraints  dominate  the  college  decision  process;  for  others,  perceived  quality  may  play  a  critical 
role  in  the  matriculation  decision.. 

Qualit}'  in  higher  education  is  a  multi-faceted  characteristic  that  is  slippery  to  define  and 
even  more  elusive  to  obsen^e  or  measure.  Nonetheless,  the  notion  of  qualir\'  is  a  crucial  one  for 
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understanding  the  demand  process  and  the  interaction  of  demand  and  supply  in  the  higher 
education  marketplace. 

There  are  a  number  of  related  factors  that  interact  to  produce  what  undergraduates  and 
their  families  perceive  as  quality.  This  list  at  a  minimum  includes:  superior  classroom  instruction 
and  facilities,  fellow  students  who  arc  motivated  and  capable,  and  a  history  of  producing 
successful  graduates.  Many  of  these  characteristics  associated  with  higher  quality  are  costly  to 
provide,  implying  that  higher  quality  must  be  associated  either  with  higher  tuition  or  with  a 
higher  subsidy  per  student  from  public  or  private  sources. 

Quality  in  higher  education  can  also  be  assessed  from  a  social  perspective.  In  addition 
to  the  above  Ibt  we  could  then  also  include  factors  such  as  instilling  civic  and  ethical  values. 

As  mentioned  in  the  introduction,  indicators  of  quality  are  extremely  difficult  and 
problematic  to  measure,  even  for  professionals  in  the  Qeld.  Furthermore,  in  important  respects 
higher  education  may  be  what  economists  call  an  ^experience"  or  good.  That  is  to  say,  the  buyer 
cannot  determine  the  worth  of  the  product  by  inspection  prior  to  purchase.  Some  aspects  of  a 
college  or  institution  can  only  be  assessed  through  the  experience  of  two  or  four  years.  Other 
elements  of  educational  value  may  only  become  evident  over  a  lifetime.  In  some  respects,  higher 
education  may  be  what  economists  call  a  "credence"  good,  a  good  whose  quality  or  worth  cannot 
really  be  determined  after  consumption. 

It  is  apparent  that  the  information-gathering  process  that  students  and  their  families  face 
in  choosing  a  college  is  formidable:  there  are  thousands  of  schools  that  could  be  considered, 
information  is  highly  imperfect  and  costly,  and  the  final  choice  may  significantly  affect  the 
lifetime  earnings  of  the  student.  Faced  with  these  difficulties  in  finding  and  assessing  quality 
indicators,  prospective  students  and  their  families  can  be  expected  to  utilize  the  most  easily 
quantifiable  qualit}'  indicators  such  as  the  sclecti\it\'  of  an  institution  or  average  SAT  (or  ACT) 
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scores.    Although  these  two  measures  have  their  own  difficulties,  other  components  of  quaUty 
are  even  more  problematic  to  measure.^ 

As  an  alternative  strategy  for  deaUng  with  imperfect  quaUty  information,  prospective 
students  often  gauge  college  quality  by  the  -prestige"  or  reputation  for  quality  of  the  institution. 
Schools  that  have  been  high  quality  in  the  past,  and  have  developed  an  excellent  reputation,  are 
expected  to  continue  their  history,  of  providing  quality  education.  The  use  of  simple  indicators  or 
the  general  reputation  of  institutions  are  mechanisms  that  higher  education  shoppers  have 
available  for  economizing  on  an  otherwise  very  costly  or  very  uncertain  search  process. 

The  quaUty  or  prestige  of  an  institution  also  plays  a  central  role  in  determining  an 
individual's  expected  return  to  higher  education.  Potential  employers  of  higher  education 
graduates  are  interested  in  the  ability,  motivation,  and  adaptabiUty  of  recem  graduates.  However, 
this  information  is  typically  not  easily  available  to  a  Grm  in  the  labor  market  letters  of 
recommendation,  interviews,  and  transcripts  may  provide  only  a  modest  improvement  in 
information.  However,  if  the  college  appHcation/admission  process  works  in  such  a  way  as  to  sort 
students  on  the  basis  of  their  ability  into  a  hierarchy  of  coUeges,  employers  can  quickly  and 
inexpensively  assess  the  Ukely  capabiUties  of  a  job  candidate  simply  by  glancing  at  the  job 
applicant's  resume  to  note  where  she/he  attended  coUege.  at  is  critical  to  note  that  this  whole 
method  of  conveying  information  breaks  down  to  the  extern  that  students  are  not  sorted  into 
colleges  on  the  basis  of  abiUty,  for  example  if  coUeges  discriminate  in  admissions  on  the  basis  of 
race,  gender  or  religion,  or  if  some  students  are  given  preferential  treatment  on  the  basis  of 
athletic  ability,  wealth,  or  alumni  connections.)  This  evaluative  approach  does  not  require  the 


-  Measures  of  selectivitv  suffer  from  biases  that  result  when  individuals  "self-select"  in  the 
applicatl™  and  apply  only  to  schools  where  they  know  they        ^  Soc^^^^^^^^^^ 
accemance.  Test  scores  present  only  a  one  dimensional  measure  of  studem  capaoiUties.  u 
skills  and  interests  may  be  ver>-  valuable  to  fellow  students  as  well. 


more  time  consuming  process  of  deciphering  a  transcript  or  letter  of  recommendation  to 
asceruin  a  person's  aaual  performance  at  the  college.  Further,  it  avoids  some  of  the  problems 
associated  with  using  a  student's  grades  as  a  measure  of  ability.  For  some  individuals,  poor 
relative  performance  in  some  college  classes  may  merely  indicate  that  many  students  in  the  rest 
of  the  class  were  truly  outstanding:  an  employer  may  correctly  infer  that  a  student  with  a  "C 
average  at  Harvard  is  more  capable  and  motivated  than  a  student  with  an  "A-"  average  at 
Drunkenbash  U.  For  other  students,  who  may  do  poorly  in  college  because  they  only  became 
serious  in  their  senior  year,  the  reputation  or  quality  of  the  school  attended  may  better  reflect 
the  individuars  ability  than  grades.    Given  the  positive  relation  between  selectivity  and  annual 
E&G  expenditures  per  student^,  and  assuming  that  greater  resource  input  bears  some  relation  to 
educational  output,  choosing  an  employee  on  the  basis  of  the  reputation  of  the  coUege  hey^he 
attended  might  be  quite  rational 

In  these  situations,  the  reputation  of  a  college,  either  locally  or  nationally,  performs  a 
what  is  called  a  "signalling"  function  in  the  labor  market.  For  employers,  using  the  reputation  of 
the  college  a  job  candidate  attended  as  an  indicator  or  signal  of  ability  can  effectively  economize 
on  otherwise  quite  cosUy  sources  of  information.^  In  effect,  firms  can  take  advantage  of  the  fact 
that  colleges  have  already  performed  the  costly  process  of  screening  applicants  for  ability.  This 
may  help  to  explain  why  students  often  attend  the  "best"  school  at  which  they  are  accepted, 
rather  than  choose  a  lower  quality  school  where  their  performance  would  be  relatively  better 
compared  to  other  students  at  that  college.  It  may  also  help  us  understand  why  high 


See  Table  13  above. 

^  This  of  course  assumes  ,  that  to  employers,  what  students  learn  while  in  college  is  not  as 
important  as  the  ability  to  learn  thai  they  bring  to  college.  Empiricaily,  it  is  ven'  hard  to 
determine  the  relative  roles  of  each. 
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quality\prestige  schools  can  charge  a  substantial  tuition  premium  without  detrimentally  affecting 
the  size  of  their  applicant  pools  or  the  quality  of  their  matriculants. 

The  manner  in  which  imperfect  or  incomplete  information  enhances  the  importance  of  an 
institution's  reputation  also  provides  insights  into  why  college  or  university  administrators  might 
be  so  concerned  about  the  perceived  quality  of  their  institution*  The  reputation  of  a  college  has 
a  very  powerful  effect  on  the  private  economic  returns  to  education^,  and  potential  students  are 
undoubtedly  aware  of  this.  In  fact,  the  reputation  of  a  school  may  be  as  important,  or  more  so, 
than  the  actual  quality  of  the  education  it  provides.^  Because  quality  and  reputation  take  time 
to  develop  and  take  hold,  the  long  run  nature  of  the  strategies  and  objectives  that  must  be 
adopted  by  colleges  and  univeisities  that  aspire  to  high  quality  is  evident 

The  second  factor  that  influences  matriculation  choice  in  the  two  latter  stages  of  the 
demand  process  is  price.  The  relevant  price  to  consider  in  this  setting  is  the  net  price  that  a 
student  pays,  after  the  several  forms  of  financial  aid  have  been  subtracted  from  tuition,  room  and 
board  charges,  etc.^^  An  institution  (or  governing  legislative  body)  not  only  sets  its  own  sticker 
price,  but  also  determines  the  level  and  composition  of  financial  aid  for  each  student  For  many 
students  this  net  price  may  differ  greatly  from  the  "sticker  price"  of  a  year  in  college.  Net  price 
may  range  from  near  zero  for  students  with  few  financial  resources  or  for  students  of  exceptional 


If  "screening"  is  the  primary  reason  that  there  are  high  private  returns  to  attending  an 
HEI  with  a  reputation  for  high  quality,  the  social  returns  of  such  education  are  likely  to  be  lower 
than  the  private  returns.  This  issue  is  discussed  in  some  detail  in  Bradburd,  McPherson,  Mann, 
and  Schapiro,  "Understanding  the  'Quality'  Issue  in  U.S.  Higher  Education,"  1990. 

^  Although  a  divergence  between  the  "true"  quality  and  reputation  of  an  institution  may 
persist  for  a  period,  over  time,  if  aaual  performance  falls  short  of  expectations,  its  reputation  will 
erode. 

We  confine  our  attention  here  lo  oui-of-pocket  expenses  of  college,  and  assume  that  the 
"opportunity  costs"  of  the  earnings  thai  are  foregone  during  college  attendance  only  play  a 
significant  role  in  the  initial  stage  of  the  demand  process. 
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mental  or  physical  abUity  who  receive  non-need  based  aid  to  the  fuU  sticker  price  for  students 
from  famiUes  with  sufGcient  means.  The  accompanying  paper,  "The  Ability  ro  Afford  Higher 
Education,*  provides  a  closer  look  at  financial  aid  issues  and  policies. 

The  matriculation  choices  of  students  who  receive  financial  aid  may  be  affected  by  the 
composition  of  the  financial  aid  packages  they  are  offered  as  well  Grants  and  scholarships  are 
certainly  more  attractive  to  students,  than  loan  aid.  The  studies  surveyed  by  LesUe  and  Brinkman 
(1987)  support  this  point. 

The  sensitivity  of  coUege  demand  to  sticker  price  is  rather  low.    Wealthy  families  are  not 
Ukely  to  substantially  alter  their  demands  for  higher  education  in  response  to  price  increases 
because  these  expenses  may  not  be  particularly  burdensome.^^  Further,  need  based  financial  aid 
almost  certainly  has  the  effect  of  reducing  the  sensitivity  of  college  demand  to  sticker  price.  To 
the  extent  that  institutions  insulate  financial  aid  recipients  from  price  increases  by  raising 
financial  aid,  the  net  price  they  pay  may  not  change;  as  a  result,  the  demand  of  low  income 
families  may  be  quite  insensitive  to  tuition  increases  if  these  are  offset  by  increased  financial  aid. 

Another  important  factor  contributing  to  low  price  sensitivity  is  that  roughly  two-thirds  of 
college  students  in  any  given  year  are  not  entering  coUege  as  fi-eshman  but  instead  are  returning 
students.  The  size  of  this  group  of  matriculants  at  any  given  institution  is  likely  to  be  quite 
insensitive  to  price  changes  due  to  the  costs",  financial  and  otherwise,  of  transferring  between 
institutions. 


"  McPhereon  and  Schapiro's  forthcoming  study  finds  that  the  only  significant  price  elasticity 
of  demand  for  higher  education  was  among  students  from  low  income  families.  The  finding  that 
price  sensitivitj'  declines  as  income  rises  is  replicated  in  a  number  of  other  studies.  (For  a 
surve}',  see  Leslie  and  Brinkman.  1988.) 

Students  might  refer  to  these  costs  as  the  "hassles"  associated  with  transferring  from  one 
college  to  another. 
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Higher  education  is  more  than  just  a  vehicle  for  investment  in  human  capital:  it  is  also  a 
consumption  activity.  Recognizing  this  adds  a  useful  perspective  to  efforts  to  analyze  student 
matriculation  decisions.  When  students  are  in  college  they  are  not  only  investing  in  human 
capital  for  their  later  productive  life*  they  are  also  consuming  a  variety  of  amenities.  These  range 
from  attending  lectures  and  panels  that  complement  classroom  learning  to  participating  in 
cultural  and  recreational  programs.  .Students  undoubtedly  view  some  of  the  time  spent  talking 
with  friends,  or  just  relaxing,  as  consumption  activities  as  well. 

It  is  apparent  that  many  HEIs  —the  non-selective  HETs  perhaps  less  than  the  others-  try 
to  attract  matriculants  through  the  consumption  side  of  higher  education  by  offering  facilities, 
programs,  and  even  locations  that  appeal  to  students.  These  amenities  are  attractive  to  students, 
even  if  they  do  not  always  contribute  to  either  educational  output  or  the  formation  of  human 
capital.  Student  matriculation  choices  imdoubtedly  involve  tradeofls  between  the  consxmiption 
and  investment  aspects  of  higher  education. 

Hnally,  it  is  useful  to  recognize  that  the  demand  process  is  usually  a  joint  decision 
involving  both  the  student  and  his  or  her  family.  This  complication  can  be  important  at  each 
stage;  some  families  are  only  going  to  be  concerned  with  whether  or  not  a  student  goes  on  to 
college,  other  families  may  presimie  this  and  be  more  interested  in  where  a  son  or  daughter  go 
to  school.  Certainly,  the  fact  that  coUege  students  are  often  supported  in  large  part  by  their 
families  helps  to  explain  the  prevalence  of  joint  decision  making.  Even  ignoring  financial 
considerations,  parents  sometimes  have  rather  strong  views  concerning  what  type  of  school  a  son 
or  daughter  ought  to  attend.  An  important  factor  in  this  regard  may  be  the  level  and  type  of 
education  of  the  parents.  A  range  of  other  socioeconomic  factors  may  also  play  a  role  in  the 
interaction  of  the  preferences  of  potential  students  and  their  families.'^* 

These  are  discussed  at  some  length  in  McPherson  and  Schapiro  (1990). 
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Demographic  factors  significantly  affect  the  total  demand  for  higher  education.^  The  size 
of  cohorts  moving  through  the  17  to  22  year  old  age  bracket  has  varied  considerably  over  the 
past  two  decades.  Institutions  must  evaluate  the  impact  of  variation  in  the  size  of  their  pool  of 
potential  college  students  over  a  number  of  years  in  order  to  provide  baseline  information  for 
estimating  changes  in  demand  and  planning  for  these  changes. 

Much  of  current  Federal  policy  in  the  higher  education  area  is  demand  side  policy  aimed 
at  lowering  the  cost  of  college  to  low  and  moderate  income  families.  We  can  better  understand 
how  these  programs  work  by  looking  at  the  behavior  of  schools  in  the  marketplace.  Therefore, 
we  next  return  to  the  supply  side  of  higher  education  and  examine  the  behavior  of  HEIs  and  the 
resxilting  market  equilibrium. 

The  Nature  of  Competition  and  Market  Equilibrium 
In  most  markets,  price  adjusts  so  that  the  amount  of  the  good  producers  are  willing  to 
provide  is  exactly  equal  to  the  amount  that  consumers  wish  to  buy.  K  price  were  set  above  the 
equihTjrium  price,  producers  would  want  to  sell  more  of  the  good  than  consumers  would  wish  to 
buy,  and  the  surplus,  the  "excess  supply,"  would  drive  down  the  price;  if  price  were  set  below  the 
equihTjritmi  price,  consimiers  would  wish  to  buy  more  of  the  good  than  producers  were  willing  to 
sell  and  the  resulting  shortage,  or  "excess  demand"  would  drive  up  the  price.  The  equilibrium 
price  "clears  the  market"  in  the  sense  that  at  that  price,  there  are  no  buyers  willing  to  pay  the 
going  rate  for  the  good  who  are  unable  to  find  a  seller,  and  no  sellers  willing  to  sell  for  the 
going  price  who  are  unable  to  find  a  buyer.  For  example,  Mazda  recently  introduced  a  small 
sporty  car  called  the  Miata  that  many  potential  car  buyers  adore.  Dealers  have  not  had  enough 
cars  to  satisfy-  consumer  demand.  Some  dealers,  in  response  to  this  excess  demand,  have  tacked 

See  Katz  and  Murphy,  op  cit..  passim. 
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hefty  "adjustments"  onto  the  sticker  price  of  the  car.  This  higher  price  deters  some  buyers  and 
brings  the  quantity  demanded  more  in  line  with  the  limited  supply. 

The  market  for  higher  education  operates  in  a  very  different  fashion,  and  it  docs  not 
"clear"  in  the  manner  described  above.  We  have  argued  that  the  higher  education  market  is  not 
really  a  single  market  at  all;  instead,  competition  occurs  within  fairly  distinct  segments  and  sub- 
segments  that  are  often  very  narrowly  defined,  for  example,  community  colleges  in  Chicago  or 
comprehensive  universities  in  Florida.  Even  within  these  submarkets,  the  going  price  typically 
docs  not  clear  the  market  The  highly  selective  schools  admit  only  a  portion  of  those  who  would 
be  willing  to  pay  the  going  price  for  attendance,  and  non-selective  schools  are  unable  to  enroll  as 
many  students  as  they  would  like:  there  is  excess  demand  in  one  segment  of  the  market  and 
excess  supply  in  the  others.  Interestingly,  it  is  often  some  of  the  most  capable  and  bright 
students  who  are  "rationed"  from  highly  selective  schools,  while  less  capable  students  (as  well  as 
more  capable  students)  are  routinely  admitted  to  non-selective  schools. 

Each  of  the  educational  market  segments  operates  in  a  different  manner.  The  customers 
are  largely  distina  groups;  the  HEIs  have  different  levels  of  wealth;  and  there  are  differences  - 
some  obvious  but  others  more  subtle-  in  the  nature  of  the  service  being  provided.  In  effect,  the 
rules  of  the  game  are  different  in  each  segment,  and  to  understand  the  higher  education  market, 
we  must  analyze  each  segment  separately. 
Highly  Selective  Schools 

We  have  defined  the  highly  selective  schools  to  be  the  50  schools  with  the  highest 
average  combined  SATs.  (Again,  we  appreciate  that  many  schools  rely  on  ACT  scores  more 
heavily  than  SAT  scores,  but  after  ranking  schools  by  ACT  score,  we  concluded  that  the  schools 
with  the  highest  ACT  scores  that  were  suited  for  a  list  of  "highly  selective7elite  schools  were  also 
among  the  schools  mth  the  highest  SAT  scores  and  therefore  that  our  list  of  ''highly  selective" 
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schools  is  a  representative  one.)  Within  our  sample,  92  percent  of  these  institutions  are  private. 
Although  we  limited  this  segment  to  50  schools,  they  nevertheless  merit  attention.  First,  they 
have  been  the  focus  of  a  great  deal  of  attention  in  recent  years,  from  the  media,  from  the 
Department  of  Education,  and  from  the  Justice  Department  Second,  through  a  kind  of  ripple 
effect,  their  actions  may  affect  the  pricing  and  expenditure  policies  of  a  vasUy  greater  number  of 
schools. 

It  is  useful  to  begin  our  analysis  of  this  segment  of  the  market  by  examining  a  few  of  the 
more  salient  aspects  of  the  highly  selective  HEIs'  admissions  process.  By  definition,  a  highly 
selective  school  admits  only  some  fraction  of  the  students  who  apply  for  admission.  These  are 
called  the  school's  "admits."  Otiier  than  the  students  who  apply  for  early  decision,  who  do  so  on 
the  mutual  understanding  tiiat  tiiey  will  attend  the  school  if  admitted,  a  coUege  knows  tiiat  only  a 
portion  of  its  admits  will  choose  to  become  "matriculants."  The  portion  that  does  so  defines  the 
"yield."  Even  at  the  most  prestigious  schools,  tiie  number  of  admitted  students  exceeds  tiie 
number  in  the  entering  class. 

Constraints  with  respea  to  dormitory  and  classroom  space,  as  well  as  other 
considerations,  cause  tiiere  to  be  costs  attached  to  having  too  large  an  entering  class  as  weU  as 
one  that  is  too  small.  ConsequenUy,  the  number  of  students  admitted  is  carefully  determined  on 
tiie  basis  of  some  expected  yield  of  matriculants  from  admits.  However,  tiiere  is  always  some 
random  component  to  the  yield,  and  tiiis  is  dealt  with  by  means  of  the  "wait  list."  The  coUege 
admits  slightly  fewer  students  than  the  number  necessary  to  fill  the  freshman  class  if  tiie  average 
yield  were  achieved,  and  some  additional  number  are  "put  on  the  wait  list,"  that  is.  they  are 
informed  that  they  have  a  chance  of  being  admitted  if  the  college  does  not  fill  its  class  from  the 
admits. 
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The  wait  list  clearly  has  great  value  in  protecting  HEIs  from  unexpected  changes  in  their 
yield  from  admits.  The  value  of  the  wait  list  as  a  smoothing  device  probably  varies  with  the 
prestige  of  the  school.  As  discussed  later,  these  schools  actually  have  lower  yields  than  less 
selective  institutions.  The  schools  that  have  a  very  high  yield  from  admits  face  less  uncertainty  in 
Glling  their  incoming  classes. 

Let  us  now  turn  to  the  conditions  under  which  the  highly  selective  schools  select  their 
students  and  the  students  select  their  schools.  As  we  describe  the  functioning  of  this  market 
segment,  it  is  useful  to  bear  in  mind  that  it  is  composed  of  only  a  small  nimiber  of  HEIs. 

The  highly  selective  schools  compete  for  students  in  a  national  market  Although  some 
locations  or  settings  may  be  more  attractive  to  students  than  others,  few  students  admitted  to 
more  than  one  highly  selective  school  base  their  matriculation  decision  primarily  on  location. 
This  leaves  price  and  perceived  quality  as  the  means  of  competing  for  students. 

Price  competition  docs  not  appear  to  be  an  important  means  of  competing  for  students 
among  the  most  highly  selective  schools.  There  are  a  nimiber  of  factors  that  could  explain  this, 
and  it  is  important  to  know  which  are  playing  an  instrumental  role  in  this  market  and  which  are 
noL  (Note  that  although  we  are  discussing  this  issue  in  the  context  of  the  highly  selective 
segment,  many  of  these  points  carry  over  to  the  moderately  selective  and  less  selective  segments.) 

One  way  to  approach  the  issue  of  the  apparent  lack  of  price  competition  is  to  ask  why 
more  highly  selective  colleges  don't  cut  their  price  as  a  means  of  attracting  more  or  better 
students.  We  will  address  this  question,  but  it  may  be  more  illuminating  to  ask  a  different  one: 
Why  do  they  charge  as  little  as  they  do?  To  anyone  paying  approximately  $20,000  a  year  to  send 
a  child  to  one  of  the  highly  selective  private  schools,  this  might  seem  a  rather  presumptuous,  if 
not  an  offensive,  question.  But  attempting  to  answer  it  raises  some  important  issues. 
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Most  people  recognize  that  tuition  at  the  highly  selective  public  institutions  is  a  bargain; 
few  would  use  a  similar  term  to  characterize  tuition  at  the  highly  selective  private  colleges. 
Therefore,  the  first  thing  to  note  is  that  although  the  price  of  obtaining  an  education  at  one  of 
the  highly  selective  private  schools  is  quite  high,  it  is  substantially  less  than  the  cost  of  providing 
one.^  The  average  ratio  of  tuition,  endowment  income,  public  funding,  and  gifts,  grants,  and 
contracts  to  E&G  expenditures  for  each  seleaivity  category  are  provided  in  Table  17,  parts  a,  b, 
c,  and  d.  As  17a  shows,  the  average  ratio  of  tuition  revenues  to  educational  and  general  (E&G) 
expenses  at  the  highly  selective- private  schools  is  only  48.8  percent^  The  balance  of  the  ratio  is 
made  up  by  gifts,  grants,  and  income  from  endowment  Every  student,  not  just  those  receiving 
"financial  aid,"  is  being  subsidized,  not  just  at  the  highly  seleaive  public  HEIs,  but  at  the  private 
ones  as  v;clL  Why  don't  schools  charge  at  least  what  it  costs  them  to  provide  an  education? 

The  second  thing  to  note  is  that,  given  the  role  that  attendance  at  a  prestigious 
institution  plays  in  "signalling"  one's  ability  to  the  world,  and  considering  how  great  the  benefits 
from  that  may  be,  it  is  likely  the  case  that  the  marginal  return  from  being  permitted  to  buy  into 
the  premium  end  of  the  higher  education  market  is  extremely  high^.  If  this  is  so,  then  these 
institutions  presumably  could  capture  some  of  those  high  returns  from  their  students  by  raising 
prices.  Yet,  as  is  clear  in  Table  17a,  if  we  compare  tuition  per  student  to  E4feG  per  student, 
expenditures  arc  well  above  tuition. 


^  Cost  is,  of  course,  substantially  greater  than  price  at  virtually  every  public  HEI.  This  is 
further  discussed  below. 

We  exclude  here  both  the  costs  and  revenues  associated  with  room  and  board  and  other 
arxiliary  enterprises.  In  most  cases,  auxiliary  enterprises  are  roughly  a  break-even  operation. 
Including  them  would  not  materially  affect  our  analysis. 

"  Several  faculty  at  Williams  are  engaged  in  a  research  project  to  determine  the  magnitude 
of  the  differential  return  to  attendance  at  various  categories  of  HEIs. 
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At  the  current  price,  it  may  not  be  unreasonable  to  say  that  students  are  getting  a  good 
dcaL  And  it  is  fairly  clear  that  colleges  have  at  least  some  potential  for  increasing  their  revenues 
in  the  short  run  by  charging  their  students  more  than  they  are  at  present  Why  don't  they  do 
so? 

Different  motivations  govern  pricing  policies  at  public  and  private  highly  selective  schools. 
In  the  case  of  the  Public  Ivies,  tuition  is  set  in  a  variety  of  ways:  in  some  states  it  is  set  directly 
by  the  legislature;  in  other  states  it  is  set  by  the  HEIs  or  a  Board  of  Regents,  presumably  with 
quite  close  attention  to  the  signals  being  sent  by  the  state  legislature,  Sute  legislatures  have  an 
incentive  to  keep  undergraduate  tuition  low,  in  large  part  because  there  is  a  large  upper-middle 
to  lower-middle  income  constituency  with  a  strong  interest  in  the  availability  low  priced 
undergraduate  education,  and  this  has  played  a  powerful  role  in  keeping  tuition  low  at  the  highly 
selective  public  HEIs.^ 

Private  highly  selective  HEIs  set  their  own  prices.  One  explanation  for  the  gap  between 
price  and  cost  at  the  private  highly  selective  HEIs  is  that  those  responsible  for  setting  private 
HEI  tuition  and  fees-typically  trustees  and  administrators-do  not  feel  that  it  would  be 
appropriate  to  extract  the  highest  price  possible  from  students.  It  is  difBcult  to  gauge  the 
importance  of  this  motivation  for  price  restraint,  but  it  ahnost  certainly  plays  a  role.  In  effect, 
this  argument  assumes  that  those  responsible  for  setting  price  try  to  bring  in  only  as  much 
revenue  as  is  necessary  to  sustain  the  current  level  of  operations,  or  to  finance  specific  new 
activities  that  are  deemed  necessary  or  desirable.  This  corresponds  to  an  "expenditure-driven" 
model  of  price  formation,  which  in  this  context  may  be  quite  reasonable.  Non-profit  status  is 
almost  certainly  a  necessary  condition  for  this  kind  of  behavior. 

Hansen  and  Weisbrod  (1969)  conclude  that  families  that  benefit  from  public  higher 
education  in  California  have  higher  than  average  incomes. 
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An  alternative  explanation,  one  that  implies  a  greater  delibcrateness  in  HEI  pricing 
behavior,  is  that  in  setting  current  charges,  HEIs  act  just  as  do  forward  looking  for-profit  firms: 
instead  of  setting  prices  to  make  a  quick  killing  today,  they  choose  the  price  that  maximizes  the 
long  run  benefit  to  the  organization. 

The  institution's  decision  makers  may  reason  that  if  they  subsidize  the  education  of  their 
students  in  the  present,  and  perhaps  treats  them  well  in  other  ways  as  well,  the  students  will 
develop  an  emotional  bond  to  the  institution,  and  after  graduation  will  (with  sufficient  dunning 
by  the  development  office)  make  voluntary  contributions  to  it.  The  administrators  may  further 
reason  that  the  less  generously  they  treat  their  students  in  the  present,  the  less  generous  will 
alunmi(ae)  be  in  the  future.  Thus,  raising  price  today  imposes  a  future  cost,  and  acting 
rationally,  the  HEI  will  not  set  tuition  as  high  as  the  market  will  bear  today,  but  rather  at  the 
level  that  will  maximize  the  present  value  of  the  revenues  to  be  obtained  fi'om  its  students  over 
time.  Such  very  long  run  revenue  maximizing  behavior  may  also  necessitate  non-profit  statxis; 
few  stockholders  would  be  willing  to  allow  managers  to  base  decisions  on  returns  expected  to 
accrue  twenty  years  in  the  future.  This  exceptionally  long  time  horizon  is  also  consistent  with 
the  fact  that  today's  students  may  be  jiist  as  concerned  about  their  alma  mater's  future 
reputation  as  its  present  one.  Such  a  pricing  policy  may  help  convince  students  and  graduates 
that  an  administration  is  committed  to  quality  in  the  long  nm. 

Looking  at  HEIs'  tuition  setting  behavior  in  this  way  oiay  make  it  seem  less  beneficent, 
but  that  does  not  alter  the  fact  that  this  process  can  be  a  very  efficient  mechanism  for 
overcoming  the  capital  market  imperfections  that  make  it  difficult  to  get  private  educaiional 
loans,  and  that  it  may  therefore  be  very  desirable  from  a  social  viewpoint.  Endowments  and 
annual  alumni  giving  are  a  mechanism  for  passing  an  affordable  educational  down  through  the 
generations.  The  students  are  in  effect  informed  (usually  about  five  minutes  after  graduation  if 


not  before)  that  their  excellent  college  education  was  made  possible  by  the  generosity  of  some 
worthy  souls  who  went  before  them,  and  through  their  generosity,  they  make  possible  a  similarly 
rewarding  experience  for  some  worthy  souls  who  will  follow  them.  And  for  the  highly  selective 
private  schools,  this  system  seems  to  be  effective.  See  Table  17a  above.  For  these  schools,  gifts 
and  grants  and  endowment  income  together  covers  a  third  of  all  E&G  expenses. 

This  mutual-generosity  model  of  the  pricing  process  may  influence  the  relative  levels  of 
schools'  tuition  as  well.  In  deciding  how  high  it  can  raise  tuition,  an  institution  may  reason  that 
if  it  prices  itself  higher  than  the  middle  of  the  pack,  or  higher  than  that  of  schools  that  are  even 
more  prestigious,  its  students  will  feel  less-well-treated  and  will  therefore  be  less  inclined  to  be 
generous  themselves. 

There  are  of  course  other  dangers  in  raising  tuition  too  high.  One  is  that  the  number  of 
students  who  apply  for  admission  and/or  the  number  of  admitted  students  who  choose  to 
matriciilate  will  fall  so  much  that  there  will  be  empty  classrooms,  dormitory  rooms  and  cafeterias, 
and  revenues  will  actually  fall*'    This  is  probably  not  the  most  important  consideration  for  the 
highly  selective  schools:  most  could  fill  their  classes  even  with  much  higher  tuition.  The  wait  list 
also  provides  some  protection  from  an  unexpected  drop  in  yield.  As  we  will  discuss  below,  the 
danger  of  empty  spaces  is  a  serious  concern  for  the  less  selective  schools. 

A  second  danger  of  raising  tuition  is  that  as  its  pool  of  applicants  and  its  "yield"  of 
matriculants  from  admitted  students  fall,  the  highly  selective  school  will  have  to  admit  a  higher 
portion  of  its  applicants  to  fill  its  freshman  class.  This  has  serious  implications  for  a  highly 
selective  school,  Rrst,  by  definition,  it  will  become  less  selective,  and  second,  the  quality  of  its 
students,  as  measured  by  SATs  or  other  quantitative  ability  measures,  may  fall.  Together  these 

^  In  economist  s  pariance,  this  would  be  a  siiuation  where,  at  current  price,  the  elasiicit)-  o 
demand  is  greater  than  one.  and  where  raising  price  causes  revenues  to  fall. 


imply  diminished  quality/prestige  that  will  have  a  negative  effect  on  future  demand,  something 
that  every  highly  selective  school  wants  to  avoid  *^ 

We  mentioned  earlier  that  potential  applicants  are  forced  to  judge  colleges  on  the  basis 
of  very  imperfect  information,  often  using  superficial  indexes  of  quality  such  as  average  SAT 
scores  of  the  student  body.  A  consequence  of  this  is  that  a  decline  in  the  SAT  scores  of  one 
class  could  have  an  impact  on  the  yield  the  following  year,  and  by  extension,  for  the  years 
following.  This  would  lead  one  to  expect  that  wait  list  students  would  have  a  disproportionate 
representation  of  students  whose  easily  quantifiable  attributes,  such  as  SATs,  arc  relatively 
stronger  than  their  less  readily  quantifiable  attributes.    In  this  way,  highly  selective  colleges 
could  protea  themselves  from  the  possibility  of  a  drop  in  the  average  "ability"  of  the  freshman 
class  due  to  a  decline  in  yield.  We  have  no  way  of  knowj^ig  whether  this  behavior  actually 
occurs. 

Even  though  colleges  are  selling  their  product  for  less  than  it  costs,  and  have  incentives 
not  to  raise  their  prices  xqq  high,  in  absolute  terms  the  cost  of  a  year  at  a  private  highly  selective 
school  is  still  very  high.  Further,  in  recent  years  it  has  been  rising  significantly  more  rapidly  than 
the  general  level  of  inflation.  This  may  seem  inconsistent  with  our  arguments  about  price 
restraint  However,  this  ignores  the  effect  of  quality  competition. 

A  college  that  increases  the  level  of  amenities  it  provides  or  improves  the  quality  of  its 
instruction  before  or  at  the  same  time  it  raises  its  price  does  not  have  to  suffer  a  reduction  in  its 
yield  of  admitted  students.  If  the  perceived  value  of  what  it  provides  increases  by  more  than 
tuition,  the  schoofs  yield  of  matriculants  from  admitted  students  should  actually  increase,  and  the 
school  will  enjoy  all  the  benefits  of  greater  selectivity.  It  may  not  even  be  necessary  that 

*^  The  SAT  scores  of  a  college  s  student  body  are  provided  in  most  of  the  college  guides, 
and  thus  are  readily  available. 
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potential  students  correctly  value  the  improvements  in  "quality."  Given  the  imperfect  information 
that  pervades  the  market  for  higher  education;  if  these  expenditures  serve  as  signals  ol  quality, 
this  perception  will  serve  as  well.  (The  accompanying  paper  on,  "Understanding  the  'Quality' 
Issue  in  U^S.  Higher  Education"  provides  further  discussion  of  these  issues.) 

Finally,  if  students  rather  than  parents  play  a  dominant  role  in  the  matriculation  decision, 
the  value  of  the  increased  quality  to.  the  student  only  has  to  be  greater  than  the  student's 
valuation  of  the  additional  family  contnbution  that  pays  for  it.  If  students  are  not  fully  cognizant 
of  the  burden  this  may  place  on  the  family,  then  this  problem  may  encourage  the  provision  of 
additional  quality  and  amenities,  along  with  a  higher  tuition  to  pay  for  them. 

The  arguments  above  assume  that  there  is  some  tradeoff  between  price  and  quality.  Why 
then  do  more  highly  selective  schools  not  choose  to  cut  price  and  compete  on  that  basis  rather 
than  on  quality?  Aside  fiom  the  above-mentioned  problem,  there  are  several  other  reasons  why 
highly  selective  schools  arc  not  likely  to  employ  price  as  the  vehicle  for  competition.  These  are 
for  the  most  part  related  to  the  fact  that  student  matriculation  decisions  appear  relatively 
insensitive  to  price.^  There  are  several  reasons  this  may  be  so. 

One  reason  for  student  insensitivity  to  price  differences  is  that  a  student  who  chooses  a 
college  on  the  basis  of  its  charging  low  tuition  for  one  year  has  no  guarantee  that  the  favorable 
price  differential  will  not  disappear  or  even  be  reversed  in  a  student's  subsequent  three  years. 
On  the  other  hand,  a  reputation  for  quality  or  a  new  gymnasium  is  very  unlikely  to  disappear  in 
the  short  to  medium  run. 

There  are  other  reasons  as  well  for  student  matriculation  decisions  to  be  relatively 
insensitive  to  price.  As  was  discussed  above,  the  net  cost  of  college  to  many  financial  aid 

^  Leslie  and  Brinkman  (1987)  provide  a  s^:rvey  of  studies  that  investigate  the  sensitiviu'  of 
demand  to  price. 
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students  will  be  invariant  to  the  sticker  price:  increases  or  decreases  in  cost  will  simply  be 
matched  by  increases  or  decreases  in  financial  aid.  Wealthy  students  may  be  insensitive  to  price 
for  difTerent  reasons. 

Any  tendency  toward  student  insensitivity  to  price  may  be  exacerbated  by  the  fact  that, 
again  because  of  imperfect  information,  students  may  actually  employ  a  college's  price  as  a  signal 
of  its  quality.*^  Thus  the  school  may  gain  no  competitive  edge  at  all  by  charging  less  than  its 
rivals. 

Another  reason  for  schools  to  eschew  competing  for  students  by  price  is  that,  from  the 
standpoint  of  the  schools,  it  is  not  a  very  efficient  method  of  attraaing  students.  Ai  we 
mentioned  earlier,  students  do  not  transfer  schools  lightly;  thus,  the  major  impact  of  price 
competition  will  be  noticed  in  the  freshman  class.  But  tuition  reductions,  or  more  likely, 
foregone  opportimities  to  increase  tuition,  must  typically  be  extended  to  all  students  attending  a 
school,  and  that  means  that  in  order  to  marginally  improve  the  quality  of  just  the  incoming  class, 
the  school  must  trade  away  revenues  it  could  have  had  from  all  four  classes,  including  those  that 
are  a  captive  group.  This  is  likely  to  be  an  imattractive  tradeofiL 

All  of  these  factors  make  price  competition  relatively  unattractive.  Quality  competition  is 
therefore  likely  to  play  a  larger  role.  Another  faaor  may  reinforce  this  tendency:  faculty  and 
administrators  may  themselves  derive  substantial  utility  from  quality  competition.  Amenities  such 
as  better  gymnasiums,  theaters,  art  museums,  gracious  grounds,  concerts,  etc,  clearly  have  value 
to  others  besides  students.  Some  dimensions  of  quality,  such  as  smaller  classes,  have  as  much  or 
more  appeal  for  faculty  as  they  do  for  students. 

It  is  of  course  possible  that  the  reason  that  we  do  not  observe  the  highly  selective  schools 
competing  on  the  basis  of  price  is  that  they  have  a  collusive  agreement  not  to  do  so.  This 

For  formal  models  of  this  idea  see  Cooper  and  Ross  (1984)  and  WolinskT  (1983). 
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hypothesis  is  at  the  moment  the  subject  of  a  Federal  antitrust  investigation.  Perfectly  legal,  but 
not  much  different  in  effect,  all  the  highly  selective  schools  could  be  independently  setting  their 
tuition  in  some  relation  to  a  price-leader,  presumably  one  of  the  more  prestigious  schools.  It 
would  be  very  difEcult  to  empirically  differentiate  this  behavior  from  that  based  on  the  motivation 
to  be  priced  "in  the  middle  of  the  pack"  that  we  described  earlier  in  this  seaion. 
The  Moderately  Selective  Market 

We  have  defined  the  moderately  selective  market  to  include  those  schools  not  among  the 
top  50  (by  average  SAT  scores)  that  reject  at  least  39  percent  of  their  applicants.  For  many 
schools  in  this  market  segment,  non-price  rationing  plays  a  role  similar  to  its  functioning  in  the 
highly  seleaive  market  By  accepting  only  the  best  qualified  applicants,  many  of  the  moderately 
selective  schools  are  able  to  improve  the  level  of  ability  of  their  student  bodies.  This  can  provide 
positive  spillover  effects  or  positive  externalities  for  all  the  students  at  an  institution.  In  addition, 
a  school  may  be  able  to  attract  and  retain  better  faculty  members  who  may  value  brighter  and 
more  motivated  students  in  their  classes  and  to  assist  in  research.  These  effects,  coupled  with 
merely  being  labeled  a  more  selective  school,  can  improve  an  institution's  reputation  for  quality. 

For  other  schools  in  this  market  segment,  primarily  public  institutions,  extensive  non- 
price  rationing  may  well  conflict  with  access  goals  dictated  to  the  institution  by  legislative  or 
executive  bodies.  In  this  situation  there  may  be  a  tension  between  the  objectives  of  the 
administrators  of  a  school  and  the  political  and  social  goals  espoused  through  state  or  local 
bodies.  This  conflict  may  be  minimized  for  many  of  the  schools  in  the  moderately  selective 
market  segment  that  are  a  part  of  a  state  system  that  includes  one  or  more  "flagship"  universities, 
four  year  state  colleges,  and  public  junior  colleges.  In  these  systems  there  is  usually  a 
pronounced  selectivity/quality  pecking  order.  The  flagship  universities  may  be  encouraged  to  be 
selective  if  there  are  other  suitable  public  institutions  in  a  state  that  are  available  to  students. 
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As  in  the  highly  selective  segment,  prices  in  the  moderately  seleaive  market  are  also 
often  set  below  costs.  Public  institutions  receive  substantial  appropriations  from  state  and  local 
governments  that  allow  the  subsidization  of  the  education  of  all  of  their  students.  (See  Table 
17b  above.)  As  discussed  earlier,  the  tuition  setting  behavior  of  public  institutions  is  often  driven 
by  legislative  mandate  that  is  intended  to  meet  political  and  social  goals  like  providing  access  to 
good  quality  higher  education. 

Even  public  schools  that  have  a  two-tiered  pricing  system  for  in-state  versus  out-of-state 
students  substantially  "undercharge"  out-of-state  matriculants.  It  is  unlikely  that  this  phenomenon 
can  be  easily  explained  using  a  political  argument  More  likely,  this  can  be  explained  as  an 
attempt  to  attract,  or  at  least  not  discourage,  out-of-state  applicants  who  might  positively 
contribute  to  the  quality  image  of  the  school. 

Although  we  have  noted  earlier  that  price  competition  within  market  segments  is  for  a 
variety  of  reasons  rather  ineffective,  across  market  segments  price  shopping  by  students  may  play 
an  impoitant  competitive  function.  One  clear  constraint  on  the  pricing  of  the  moderately 
selective  schools  is  the  tuition  charged  by  more  prestigious  institutions.  In  a  similar  fashion,  the 
tuition  at  the  less  selective  schools,  many  of  which  are  public,  constrains  the  tuition  setting 
behavior  of  the  moderately  selective  schools. 

Hnancial  aid  plays  a  number  of  different  roles  in  this  market  segment.  Schools  in  the 
moderately  selective  segment  often  use  financial  aid  to  attract  highly  capable  students  on  a 
"merit"  basis.  For  public  schools  this  may  take  the  form  of  a  statewide  scholarship  competition 
or  providing  "honors"  programs  that  appeal  to  this  group  of  students.  Need-based  financial  aid 
at  public  institutions  serves  the  standard  access  goal  of  reducing  the  price  of  higher  education  to 
low  income  families. 
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To  the  extent  possible  both  public  and  private  schools  in  the  moderately  seleaive 
segment  also  utilize  income  availed  from  endowments  to  finance  expenditures  and  thus  reduce 
the  need  to  generate  revenue  through  tuition.  However,  although  many  of  these  schools  have 
endowments,  the  size  of  these  funds,  particularly  on  a  per  student  basis,  pale  in  relation  to  the 
highly  selective  segment  (Sec  the  data  on  wealth  presented  and  discussed  above.)  The  ability  of 
private  institutions  in  the  moderately  selective  segment  to  use  these  funds  to  reduce  tuition  levels 
substantially  below  cost  is,  therefore,  severely  limited. 

The  outcome  in  this  market  segment  exhibits  many  of  the  same  characteristics  as  the 
highly  selective  market:  there  is  extensive  non-price  rationing  in  all  but  the  least  selective 
institutions;  price  is  below  cost  for  virtuaUy  all  of  the  public  schools  and  a  number  of  the  more 
well  endowed  private  schools;  and  quality  competition  is  important  There  is  an  interesting 
"residual  demand"  effect  that  enters  into  determining  an  equih'brium  in  the  moderately  selective 
market  Because  many  of  the  students  apply  to  more  seleaive  schools  as  a  "long-shot,"  the 
market  outcome  in  the  highly  selective  segment  influences  who  ends  up  at  the  moderately 
selective  schools.  This  "cascading"  effect  also  carries  over  to  the  less  selective  segment,  and  to  a 
more  limited  extent,  from  the  less  selective  market  to  the  non-selective  market. 

A  demand-side  counterpart  to  the  supply-side  non-price  rationing  by  colleges  and 
universities  occurs  at  many  institutions.  Many  students  apply  and  are  accepted  to  more  than  one 
HEL  Because  a  student  can  matriculate  at  only  one  school,  other  institutions  that  also  admitted 
the  student  are  rejected.  Typically  the  most  able  students  are  accepted  into  a  number  of  HEIs, 
Each  of  the  accepting  schools  would  like  to  attract  the  best  students,  but  since  these  students  go 
to  only  one,  there  is  a  resulting  '^most-able-student  rationing"  that  constrains  schools  from  getting 
all  of  the  students  they  would  like  most  to  attend.  Most  schools  "overadmit,"  knowing  that  many 
of  the  best  students  they  admit  will  go  elsewhere.  The  resulting  yield  ratio  varies  substantially 

6oJ 


within  and  across  market  segments.  Interestingly,  as  can  be  seen  in  Table  18  below,  across 
market  segments,  yields  arc  typically  lowest  among  the  highly  selective  and  moderately  selective 
schools.  This  follows  from  the  observation  that  the  students  with  the  highest  ability  apply  to 
more  schools  on  average.  In  part  this  demand-side  rationing  is  a  consequence  of  the  supply  side 
non-price  rationing  by  selective  schools.  Even  very  capable  applicants  are  not  assured  of 
acceptance  to  any  particular  one  of  the  highly  selective  schools.  Applying  to  a  large  "portfolio" 
of  schools  can  diminish  the  chance  of  not  getting  into  at  least  one  of  an  individual's  preferred 
institutions. 

The  Less  Selective  Market 

The  less  selective  market  includes  all  those  schools  that  accept  between  61  percent  and 
98  percent  of  their  applicants.  This  is  the  largest  segment  of  schools  both  in  terms  of  number  of 
institutions  and  number  of  enrolling  students.  It  is  clear  that  the  less  selective  schools  are  a 
varied  sub-group.  The  "bottom  end"  of  this  segment,  those  schools  which  admit  almost  all  (95 
percent  to  98  percent)  of  their  applicants,  tends  to  be  dominated  by  public  two  year  colleges. 
The  "upper  end"  of  this  segment,  on  the  other  hand,  consists  predominantly  of  public  and  private 
four  year  college  and  universities.  Obviously,  the  selectivity  of  the  schools  at  one  end  of  thev. 
segment  differs  dramatically  from  the  other  end.  In  addition,  some  of  the  schools  in  this 
segment,  by  some  meastires,  are  among  the  wealthiest  in  the  country.  These  differences  may 
translate  into  substantially  different  goals  and  constraints  across  the  institutions  within  the 
segment.  As  a  result,  there  is  likely  to  be  a  range  of  tuition  setting  behaviors,  forms  of  quality 
competition,  and  financial  aid  policies  within  the  segment. 

Some  of  these  schools  compete  for  students  with  the  moderately  selective  and  highly 
selective  colleges  and  universities  while  others  are  competing  with  non-selective  schools.  Those 
that  are  competing  for  students  with  the  more  selective  schools  are  not  dissimilar  to  them:  a 
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symmetric  situation  occurs  for  those  less  selective  colleges  on  the  fringe  of  the  non-selective 
market:  our  top  fifty  school  cutoff  and  the  selectivity  cutoffs  are,  after  all,  rather  arbitrary. 
Under  an  alternative  percentage  cutoff  for  selectivity,  some  less  selective  schools  would  aaually 
be  defined  as  moderately  selective.  It  is  also  true  that  the  98  percent  cutoff  is  somewhat 
arbitrary.  Many  schools  with  acceptance  rates  above  95  percent  or  so  may  in  fact  exclude  only  a 
very  few  students,  some  of  whom  probably  do  not  meet  minimal  academic  or  other  standards, 
such  as  completion  of  high  school 

In  this  subsection  we  will  focus  on  describing  the  behavior  of  the  "typical"  loss  selective 
school  and  the  nature  of  the  resulting  market  equilibrium.  Interesting  aspects  of  the  competition 
and  outcomes  that  result  on  the  fringes  of  the  market  segment  will  be  discussed  later. 

The  less  selective  colleges  are  more  likely  than  the  highly  selective  schools  to  compete  for 
students  in  a  regional^  state,  or  local  market,  not  a  national  market.  The  geographic  size  of  the 
market  almost  certainly  varies  with  the  selectivity  of  the  school.  (Sec  Table  10  above.)  For  this 
reason,  the  location  of  an  institution  may  be  substantially  more  important  than  in  the  highly 
selective  market  One  reason  for  this  may  be  that  in  some  ways  the  non-locational  differences 
among  these  schools  are  less  pronoimced  than  in  the  highly  selective  segment.  For  example,  the 
level  and  type  of  amenities  offered  are  likely  to  more  homogeneous  across  the  less  selective 
public  colleges  and  public  universities  than  in  private,  highly  selective  colleges  and  universities. 
(Certainly  in  part  this  results  from  the  less  intense  quality  competition  in  this  segment  compared 
to  the  highly  selective  schools.) 

Location  may  also  matter  more  because  the  expected  returns  to  higher  education  for 
students  in  this  segment  may  be  lower  than  for  students  in  highly  selective  schools.  [Behrman, 
Kletzer.  McPherson  and  Schapiro  will  address  this  in  their  forthcoming  study.]  Students  would 
then  be  less  willing  to  forego  the  monetary-  and  pecuniar/  advantages  associated  with  attending  a 
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less  distant  institution.  These  could  include:  the  opportunity  to  obtain  inexpensive  housing  at 
home,  easier  and  more  assured  access  to  summer  or  part-time  employment,  and  some  familiar 
friends  or  surroundings  in  addition  to  the  out-of-pocket  transportation  costs. 

Some  students  may  not  only  be  less  wUling  to  attend  a  distam  institution,  they  may  place 
a  high  value  on  a  school  being  located  in  a  favorable  environment.  Few,  if  any,  schools  literaUy 
compete  for  students  by  moving  to  a  more  attraaive  location.  Nonetheless,  location  does  provide 
important  competitive  advantages  to  some  institutions  and  handicaps  others.  It  may  be  no 
accident  that  the  newest  branch  of  the  University  of  California  system  was  located  in  very 
attractive  surroundings  on  the  Santa  Cruz  peninsula. 

Non-price  rationing  plays  a  less  significant  role  in  the  less  selective  market  than  in  the 
previous  two  segments.  Schools  in  this  segment  accept  weU  over  half  of  their  appUcants  and 
some  schools  in  the  lower  end  of  the  segmem  admit  virtually  all  who  apply.  The  sorting  that 
does  occur  is  motivated  by  the  benefits,  discussed  above,  that  schools  with  better  students  enjoy. 
Many  public  institutions  in  this  segment  may  weU  have  their  admission  standards  dictated  by 
legislative  or  executive  bodies.  Again,  there  may  be  a  conflict  between  the  objectives  of  the 
administrators  of  a  school  and  the  poUtical  and  social  goals  espoused  through  state  or  local 
bodies. 

As  in  the  more  selective  segments,  prices  in  the  less  selective  market  are  also  often  set 
below  costs.  PubUc  coUeges  and  universities  as  well  as  public  two  year  institutions  receive 
substantial  appropriations  from  state  and  local  governments  that  allow  these  institutions  to 
subsidize  the  education  of  aU  of  their  students.  (See  Table  17c  above.)  As  discussed  earlier,  the 
tuition  setting  behavior  of  public  institutions  is  often  driven  by  legislative  mandate  that  is 
intended  to  meet  political  and  social  goals  like  providing  access  to  good  quality  higher  education. 
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For  many  of  the  less  selective  private  colleges  and  universities,  the  absence  of  endowment 
income  and  public  appropriations  complicates  the  tuition  setting  and  expenditure  policies.  In 
order  to  attract  students  these  schools  may  have  to  offer  a  level  of  educational  services  that 
entails  relatively  high  expenditures  per  student;  however,  given  the  alternatives  avaOable  -  public 
institutions  with  lower  prices  and  more  prestigious  schools  with  not  dissimilar  levels  of  tuition  - 
students  may  not  view  the  "product"  offered  by  many  of  these  private  institutions  to  be  worth  this 
high  relative  price.  As  a  result,  the  decisions  of  administrators  and  faculties  regarding  tuition 
and  expenditures  to  improve  facilities  or  instruaion  at  many  less  selective  private  schools  are 
quite  constrained.  In  addition,  many  of  these  institutions  may  not  be  able  to  afford  the  luxury  of 
offering  a  "need  blind"  admissions  policy.  Fmancial  constraints  may  dictate  the  socioeconomic 
composition  of  the  students. 

Most  private  schools  in  this  category  do  not  have  the  financial  resources  to  provide  large 
amounts  of  merit-based  aid  To  the  extent  that  less  selective  colleges  do  offer  merit-based  aid, 
the  goal  is  clearly  to  improve  the  quality  of  the  institutions  as  measured  by  student  attributes. 

Private  colleges  and  imiversities  at  the  low  end  of  the  less  selective  segment  may  use 
some  amount  of  financial  aid  as  inducements  to  attract  additional  students.  Although  these 
students  receive  a  subsidy  from  the  institution,  their  net  price  may  still  exceed  marginal  cosL  If 
these  schools  have  difficulty  filling  classes,  then,  from  a  school's  financial  perspective,  these 
students  are  desirable.** 

The  more  selective  schools  in  the  less  selective  market  are  not  financially  threatened  by 
the  demand-side  rationing  described  above:  these  schools  utilize  over-admission  and  waiting  lists 
in  the  same  manner  as  the  moderately  selective  and  highly  selective  schools.  However,  the  less 

A  school  that  is  designed,  in  terms  of  the  size  of  facilities  and  facult\\  to  provide  an 
education  for  a  certain  number  of  students  may  find  that  the  marginal  cost  of  additional  students 
is  quite  low  up  to  that  level  of  capacity^ 


selective  schools  near  the  fringes  of  the  non-selective  market  are  in  a  more  precarious  position. 
These  coUegcs  are  already  admitting  90  percent  and  more  of  their  applicants;  their  waiting  lists 
aie  not  likely  to  be  extensive;  and  if  one  should  suffer  an  drop  in  either  the  number  of  its 
applicants  or  its  yield  of  matriculants  from  admits,  it  may  suffer  serious  economic  dislocation  as  a 
consequence. 

To  a  much  greater  extent  than  the  highly  selective  and  moderately  selective  segments, 
equilibrium  in  the  less  selcaive  market  is  affected  by  long  run  demographic  trends  that  alter  the 
size  of  the  pool  of  potential  college  and  university  students.  This  is  not  only  because  this  market 
segment  is  the  largest  in  terms  of  numbers  of  enrolling  students;  it  also  is  the  result  of  the 
residual  demand  nature  of  the  applicant  pool.  The  more  selective  segments  are  essentiaUy 
unaffcaed  by  these  demographic  phenomena;  by  and  large  these  schools  will  be  able  to  fill  their 
classes  with  students.  However,  some  schools  in  the  less  selective  segment  may  find  it  difficult  to 
fm  classes  as  the  pool  of  potential  students  shrinks.  (This  may  be  compounded  if  wage  rates  rise 
in  response  to  the  reduction  in  the  rate  of  growth  in  the  labor  force,  alUiough  this  latter  factor 
probably  is  more  important  for  the  non-selective  segment) 
The  Non-Selective  Market  Segment 

We  have  defined  tiie  non-selective  market  segment  to  be  all  those  institutions  that  admit 
99  percent  or  100  percent  of  their  appUcants.  In  our  sample,  there  are  757  such  institutions, 
about  a  third  of  the  total.  According  to  the  1985-86  Peterson's  data,  junior  coUeges  dominate 
the  non-selertive  market  segment:  more  than  78  percent  of  these  schools  are  pubUc  junior 
colleges  and  an  additional  5  percent  are  private  junior  colleges.  (It  should  be  noted  that  our 
sample  underrepresents  private  junior  colleges.)  Private  four-year  colleges  account  for  about  12 
percent  of  the  institutions,  and  public  four  year  colleges  another  5.1  percent  One  university  falls 
into  the  non-selective  market  segment. 
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The  non-sclectivc  colleges  clearly  face  demand  conditions  that  are  different  from  schools 
in  the  other,  more  selective,  market  segments.  The  geographic  scope  of  the  markets  in  which 
they  compete  is  different,  their  students  have  different  demographic  characteristics,  and  their 
quality  is  measured  in  different  terms. 

The  non-selective  public  junior  colleges,  more  than  three  quarters  of  the  total  non- 
selective market,  generally  draw  their  students  almost  entirely  from  their  immediately  surrounding 
area.  The  vast  majority  of  their  students  are  commuters,  and  student  travel  time  between  home 
(or  work)  and  school  is  an  important  consideration. 

For  the  most  part,  non-selective  schools  do  not  "compete"  with  other  HEIs  for  students. 
Few  applicants  apply  to  more  than  one  college.  (Sec  Table  18  above  for  yield  data.)  Individuals 
considering  attending  these  colleges  arc  more  likely  to  be  choosing  whether  to  pursue  higher 
education  at  all,  or  if  an  affirmative  decision  has  already  been  made  in  that  regard,  how  to 
allocate  their  time  between  education,  employment  or  non-market  activities  such  as  homemaking. 
More  than  half  of  the  students  arc  adults. 

The  relevant  definition  of  "quality"  in  this  market  also  differs  somewhat  from  that  in  the 
more  selective  segments  of  the  market  In  the  case  of  the  junior  colleges,  a  great  deal  of  the 
education  is  very  specific:  accoimting  or  bookkeeping,  childcare,  communications,  data  processing, 
etc.  Employers  can  easily  determine  if  a  person  has  taken  a  particular  course  of  study. 
Therefore,  to  the  extent  that  students  pursue  non-selective  education  to  improve  their  job 
prospects,  quality  in  this  context  largely  translates  into  providing  good  career  counseling  and  job 
placement  services  and  instruction  in  skills  that  employers  value.^  Other  dimensions  of  quality 

^  One  reason  that  reputation  or  prestige  counts  for  so  much  in  the  highly  sr^.lective  market 
is  that  employers  of  such  schools*  graduates  are  rarely  interested  in  the  specific  content  of  the 
subjects  that  students  studied;  the  employer  is  not  purchasing  a  skill  so  much  as  the  abilit\'  to 
acquire  skills* 
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are  of  couree  relevant:  students  are  natiirally  concerned  with  the  level  of  available  amenities, 
including  athletic  facilities  as  well  as  general  interest  courses  such  as  Shakespeare  or  Him. 

The  fact  that  the  non-selective  schools  draw  their  students  from  a  local  market,  and  that 
important  dimensions  of  quality  are  readily  observable,  suggests  that  potential  students  are  likely 
to  be  reasonably  well-informed  as  to  quality.  In  this  respect,  one  of  the  important  potential 
sources  of  market  failure  present  in  the  more  selective  segment  of  the  market  may  be  less  of  a 
consideration  here. 

The  level  of  prices,  and  the  constraints  that  institutions  face  when  setting  price,  also 
differ  from  the  more  selcaive  segments  of  the  market 

Tuition  at  the  public  non-selective  schools  is  typically  very  low,  in  part  because  E&G 
expenditures  per  student  arc  lower  than  in  the  more  selective  segments  of  the  market  and,  more 
importantly,  because  of  public  subsidization  of  non-selective  higher  education.  (Sec  Table  17d.) 
Students  currently  pay  a  very  significant  tuition  premiimi  to  attend  a  private  rather  than  a  public 
non-selective  school.  The  tuition  difference  is  not  matched  by  a  significant  difference  in  E&G 
expenditures  per  student  Compare  the  figures  in  Tables  13  and  14  above. 

Most  of  the  non-selective  schools,  public  and  private,  have  no  significant  endowment  at 
all.  Essentially,  all  revenues  must  come  from  tuition,  public  appropriations,  and  gifts,  grants  and 
contracts.  As  can  be  seen  in  Table  17d  above,  private  gifts,  grants  and  contracts  account  for  less 
than  1  percent  of  E&G  expenditures  for  public  schools  compared  with  14  percent  of  E&G 
jqjcnditures  for  private  institutions.  However,  stale  and  local  funding  of  two-year  public  HEIs, 
which  provides  close  to  70  percent  of  E&G  expenditures  for  the  public  institutions  and  only  12 
percent  at  private  institutions,  far  more  than  compensates  for  this  difference. 

Private  non-selective  HEIs,  unless  they  have  a  locational  monopoly  or  offer  training  that 
public  institutions  do  not,  must  compete  with  heavily  subsidized  public  non-selective  HEIs. 
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Presumably,  this  signiOcantly  constrains  the  tuition  they  can  charge.  Many  private  non-selective 
colleges  are  sxirely  kept  under  constant  pressure  by  the  existence  of  low  tuition  public 
competition  nearby.  They  are  most  unlikely  to  be  offering  anything  but  "no-frills"  education. 

Although  students  in  the  non-selective  market  may  be  sensitive  to  price  differences 
between  schools,  it  is  not  clear  how  sensitive  attendance  is  to  the  average  price  within  the  non- 
selective segment  Opportimity  costs,  particxilarly  foregone  earnings,  are  a  greater  component  of 
the  total  cost  of  attendance  than  tuition  and  fees.  Given  this,  moderate  percentage  changes  in 
tuition  may  not  have  a  major  impact  on  the  number  of  matriculants.  On  the  other  hand,  if  the 
absolute  return  to  non-selective  education  is  modest,  or  if  potential  students  would  have  difBculty 
financing  high    priced  non-selective  education,  mcreascs  m  price  might  discourage  large  nimibers 
of  potential  students  from  attending.^ 

Even  though  tuition  at  non-selective  schools  is  quite  modest,  capital  market  imperfections 
certainly  affect  demand  in  this  segment  of  the  educational  market  A  large  percentage  of  the 
students  attending  non-selective  colleges  come  from  lower-income  families  that  arc  unable  to 
finance  their  higher  education  from  savings.  More  than  half  the  students  are  adults  who  may 
have  their  own  dependents.  Neither  the  public  or  private  non-selective  colleges  offer  any 
significant  amount  of  institutional  aid.  Pell  grants,  although  limited  to  60  percent  of  the  cost  of 
college  attendance,  which  includes  tuition  and  fees  as  well  as  living  costs,  play  a  significant  role 
for  students  attending  these  schools.  In  addition,  earnings  from  employment,  guaranteed  student 
loans,  and  state-level  financial  aid,  if  any,  are  potential  sources  of  financing  for  students  at  non- 
selective schools.  Nonetheless,  it  is  likely  that  the  matriculation  decisions  of  a  substantial  number 
of  potential  students,  especially  adults,  are  affected  by  financial  constraints. 

^    Studies  of  the  rate  of  return  to  higher  education  rely  on  Census  data  which  measure 
only  the  number  of  years  of  higher  education.  Therefore  we  do  not  know  the  private  return  to 
non-selective  education. 
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.     Concerns  with  equir;,  access,  and  the  desirabiUty  of  encouraging  high  school  graduates  to 
continue  their  education  all  argue  for  keeping  the  price  low  and/or  finding  ways  to  mitigate  the 
effects  of  imperfections  in  the  market  for  private  financing  of  higher  education. 

What  the  Future  Holds  in  Store 

An  economist  once  said,  "Forecasting  is  difEcult,  especiaUy  if  it's  about  the  future."  The 
complexities  of  the  higher  education  market  make  this  hold  doubly.  Can  we  say  anything  useful 
about  what  the  next  decade  or  two  will  bring? 

Demographic  changes  will  surely  affect  the  higher  education  market,  though  not  as 
powerfully  as  in  some  earlier  decades.  We  know  that  the  number  of  18  to  22  year  olds  will 
decline  through  about  the  mid-1990's.  This  prime  college-age  cchort  will  increase  again  after 
that,  but  although  there  will  be  an  aftershock  of  the  post-war  baby-boom,  it  probably  will  not 
necessitate  the  kinds  of  major  adjustments  the  higher  educational  system  experienced  in  the 
1960's.  Unless  there  is  an  unpredictable  change  in  the  demand  for  adult  continuing  education, 
adult  enroUments  should  continue  to  moderate  tiie  cyclicality  of  demand  produced  by  baby  booms 
and  baby  busts. 

We  will  discuss  first  the  likely  impact  of  the  continuing  decline  in  the  18-22  year  old 
cohort  on  price  and  quality  competition  in  higher  education.  The  effects  of  the  baby-boom 
aftershock  will  be  the  opposite,  and  we  will  therefore  discuss  them  only  briefly. 

As  high  school  graduating  classes  continue  to  shrink  in  tiie  next  five  years,  colleges  may 
feel  greater  pressures  to  "market  themselves"  to  prospective  students.  This  may  affect  prices  in 
two  ways,  each  of  which  pulls  in  a  different  direction.  The  excess  demand  for  admission  to  the 
more  selective  schools  should  shrink,  and  the  excess  supply  of  "slots"  in  the  less  selective  colleges 
should  grow.  In  a  tjTJical  market,  the  changes  would  have  the  effect  of  moderating  any  tendenc>- 
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for  prices  to  increase,  and  to  some  extent  this  may  happen  in  the  higher  education  market. 
However,  it  as  we  have  argued  earlier,  price  competition  is  ineffective  as  a  means  of  attracting 
matriculants,  colleges  might  respond  to  the  demographic  changes  by  increasing  the  level  of 
quality  competition.  If  prices  are  expenditure  driven,  this  would  create  pressures  for  greater 
tuition  increases. 

The  response  to  demographic  induced  changes  in  demand  conditions  will  probably  differ 
in  the  four  market  segments.  The  behavior  of  schools  in  the  non-selective  market  is  likely  to  be 
the  least  affected  of  the  four.  Resource-intensive  quality  competition  has  not  played  an 
important  role  in  the  non-selective  market,  and  demographic  changes  probably  will  not  change 
this.  At  the  same  time,  the  level  of  tuition  at  the  non-selective  schools,  particularly  the  public 
institutions,  is  akeady  quite  low,  and  we  would  not  expect  to  see  it  reduced  further  in  response 
to  any  increase  in  the  excess  supply  of  slots.  As  we  have  argued  earlier,  other  costs,  such  as 
foregone  wages,  may  be  more  crucial  for  matriculation  decisions  in  this  market  segment  than 
tuition.  On  the  other  hand,  this  segment  of  the  market  may  well  experience  aaual  declines  in 
enroUment  over  the  next  five  to  ten  years.  The  administrative  and  legislative  response  to  this 
possible  change  will  be  important  for  the  entire  higher  education  market 

The  demographic  changes  on  the  horizon  are  likely  to  have  the  greatest  impact  on  the 
less  selective  market  segment  A  decline  in  the  number  of  students  will  increase  pressure  on 
schools  to  fill  their  slots.  In  addition,  schools  in  the  tier  that  borders  the  non-selective  segment 
are  likely  to  feel  pressure  to  restrain  tuition  increases  because  of  the  competition  they  face  from 
low-priced  non-selective  public  HEIs. 

Schools  in  the  moderately  selective  segment  may  feel  pressure  to  compete  via  both  price 
and  quality,  but  given  that  price  increases  may  be  necessary  to  finance  quality  competition,  it  is 
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not  clear  that  they  will  find  quality  competition  a  viable  option.*^  As  a  result,  many  of  these 
schools  are  likely  to  face  very  difficult  choices  regarding  tuition  levels,  expenditures  for 
instruction,  and  financial  aid  awards;  the  outcome  is  uncertain. 

It  is  in  the  highly  selective  tier  where  we  would  most  cxpea  the  tuition-increasing  effects 
of  quality  competition  to  outweigh  the  tuition-moderating  effects  of  a  decline  in  the  high  school 
graduating  cohort.  Even  here,  it  is  by  no  means  certain  that  quality  competition  will  play  a 
significant  role  in  increasing  expenditures  and  then,  subsequently,  tuition.  Over  the  decade  of 
the  1980's  the  highly  selective  schools  have  greatly  increased  real  expenditures  per  student, 
particularly  outlays  for  construction  (McPherson,  Schapiro,  and  Winston,  1989).  If  they  have  not 
yet  reached  the  point  where  the  marginal  gains  from  quality  competition  (as  a  means  of 
attracting  students)  is  exceeded  by  the  marginal  cost,  they  may  do  so  relatively  soon.  In  addition, 
some  of  the  rapid  expenditure  growth  during  the  past  decade  piwbably  represents  efforts  to 
recover  from  relatively  low  levels  of  spending  and  construction  in  the  1970's.  If  schools  are  now 
"caught  up,"  rates  of  spending  should  moderate  in  the  future. 

Another  reason  that  we  might  expect  expenditure  and  tuition  moderation  in  the  most 
highly  selective  segment  is  that  tuition  resistance  will  increase  with  the  ratio  of  college  cost  to 
disposable  family  income.  In  effect,  there  is  some  limit  to  how  much  can  be  charged  for  a 
college  education.  We  have  not  reached  that  limit  yet,  and  given  the  value  of  attending  a 
prestige  university,  might  not  reach  it  for  some  time";  however,  given  that  selectivity  and  having 

^  Only  a  very  small  number  of  these  schools  have  a  large  enough  endowment  to  finance 
resource-intensive  quality  competition  long  enough  for  the  improvement  in  perceived  quality  to 
translate  into  the  ability  to  generate  additional  revenues. 

^  During  the  late  1970's,  a  college  president  at  one  of  the  nation's  elite  institutions 
r^  narked  humorously  --and  somewhat  wistfully-  that  his  financial  constraints  could  be 
substantially  eased  if  only  the  last  ten  slots  in  each  freshman  class  could  be  put  up  for  auction. 
They  weren't. 
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highly  able  students  arc  both  important  objectives  of  the  prestige  schools,  at  some  point  the 
tradeoff  between  revenues  and  these  other  desiderata  will  point  to  tuition  moderation. 

Efforts  to  predia  changes  in  demand  for  the  higher  education  market  would  benefit  from 
analysis  that  helps  to  explain  the  differential  in  average  wages  between  high  school  graduates  and 
individuals  with  two  or  four  years  of  college  education.  Changes  in  this  "return"  as  well  as 
changes  in  real  wages,  the  central  component  of  the  opportunity  costs  of  college  attendance,  will 
be  important  in  understanding  future  demand  changes.  These  factors  will  be  especially  important 
for  the  non-sclectivc  and  less  selective  market  segments. 

To  this  point,  we  have  discussed  tuition  and  cxp^^nditure  increases  as  if  they  affeaed  all 
students  equally.  Because  some  students  receive  financial  aid,  this  is  not  the  case.  The 
availability  of  institutional  financial  aid  has  allowed  colleges  to  price  discriminate,  that  is,  to 
charge  more  money  to  those  able  to  pay  for  more  costly  higher  education  while  not  increasing 
the  net  price  to  those  unable  to  do  so.    This  has  made  it  possible  for  some  schools  to  increase 
tuition  revenues  without  having  to  sacrifice  the  socio-economic  diversity  of  their  student  bodies. 
In  fact,  many  schools  have  significantly  increased  the  number  of  students  receiving  financial  aid 
over  the  past  ten  to  fifteen  years.  Certainly  some  part  of  colleges*  and  universities*  escalating 
tuition  charges  can  be  considered  the  cost  of  this  diversity.  However,  as  tuition  levels  go  up, 
schools  are  more  and  more  likely  to  encounter  "middle^Iass  melt,"  and  at  some  point  this  will 
put  limits  on  tuition  increases.^ 

Institutional  financial  aid  docs  not  play  a  big  role  in  the  public  non-selective  market 
segment,  but  in  parts  of  the  less  selective  group,  and  certainly  among  the  moderately  selective 

In  a  recent  manuscript.  Tracing  the  Economic  Backgrounds  of  COFHE  Students:  Has 
There  Been  a  Middlc-Qass  Melt,"  Morton  O.  Schapiro  concludes  that  a  group  of  expensive 
institutions  has  lost  middle-class  students,  primarily  at  the  application  stage,  to  lower  cost 
alternatives. 
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and  highly  selective  private  institutions,  it  has  played  a  critical  role  in  schools'  pricing  policies. 
Therefore,  we  would  expect  that  middle  class  melt  may  serve  to  moderate  tuition  increases  at  the 
moderately  selective  and  highly  selective  institutions.  Alternatively,  for  the  schools  that  are  able 
to  afford  it,  financial  aide  resources  may  be  increasingly  directed  toward  students  from  middle 
income  families,  reducing  the  pressure  for  these  schools  to  reign  in  tuition. 

The  fiscal  condition  of  state  governments  could  also  play  a  role  in  shaping  higher 
educational  expenditures  and  tuition.  Over  44  percent  of  undergraduate  higher  educational 
institutions  are  publicly  funded,  the  vast  majority  at  the  state  level.  Until  very  recently,  state 
governments  were  on  average  running  budget  surpluses,  but  now  states  from  California  to  New 
York  are  struggling  to  cope  with  very  large  deficits.  If  fiscal  pressures  cause  states  to  alter  their 
policies  with  respect  to  higher  education  funding,  it  could  have  a  significant  impact  on  the 
market. 

There  are  several  mechanisms  through  which  this  could  occur. 
If  budgets  become  tighter  at  the  state  level,  there  will  be  pressure  to  increase  tuition  at  the 
public  colleges  and  universities.  This  will  have  the  obvious  direct  effea  on  tuition  at  these 
schools,  but  it  may  also  lead  to  tuition  increases  among  private  colleges  and  universities, 
partictilarly  in  the  less  selective  and  non-selective  segments  of  the  market  where  private  schools' 
tuition  is  constrained  by  the  competition  from  low-priced  public  HEIs.  This  might  afiea  the 
tuition-moderating  impact  of  the  next  decade's  demographic  changes.  The  impact  of  public 
sector  tuition  on  the  HEIs  in  the  highly  selective  segment  is  likely  to  be  modest.'^ 

Tighter  state  budgets  could  also  effect  the  higher  education  market  through  their  effect 
on  education  and  general  expenditures,  particularly  faculty  salaries.  If  salaries  are  cut,  frozen,  or 

'°  There  is  a  great  gap  between  tuition  at  the  public  universities  and  the  highly  selective 
private  HEIs.  It  is  unlikely  that  any  reasonable  increase  in  public  HEIs'  tuition  would 
significantly  affect  the  excess  demand  for  admission  to  the  highly  selective  private  schools. 


have  their  rate  of  growth  reduced  in  public  institutions  or  student/faculty  ratios  rise,  this  will 
reduce  the  cost  of  hiring  and  retaining  facuity  in  the  private  institutions.  To  the  extent  that 
tuition  increases  are  expenditure  driven,  this  will,  have  a  moderating  influence  on  tuition  increases 
in  the  private  institutions.  However,  in  many  disciplines,  including  the  sciences,  such  salary 
changes  may  not  be  feasible  because  of  competitive  constraints  posed  by  non-academic 
employers;  if  academic  salaries  do  not  keep  pace  with  market  wages,  schools  may  lose  valuable 
professors  to  industry  and  finance. 

The  effca  of  salary  restraints  in  public  institutions  will  not  just  be  felt  in  the  non- 
selective and  less  selective  market  segments  but  in  the  highly  selective  segment  as  well.  A 
number  of  state  university  systems  have  been  aggressively  recruiting  faculty  at  all  ranks  in  recent 
years,  and  the  ensuing  bidding  has  affected  salaries  and  workload  even  at  the  most  highly 
selective  private  institutions. 

Together,  the  factors  that  we  have  discussed  above  suggest  a  moderating  of  the  rates  at 
which  expenditures  and  tuition  grew  from  the  late-seventies  to  the  present.  However,  there  are 
two  factors  that  could  serve  to  put  upward  pressure  on  expenditures  and  tuition  in  the  relatively 
near  future.  One  is  the  increased  competition  for  faculty  due  to  the  retirement  of  those  faculty 
who  entered  teaching  during  the  expansion  of  higher  education  in  the  1960's.  (See  Bowen  and 
Sosa  (1989).)  It  is  difBcult  to  know  how  great  this  effect  may  be,  and  it  may  be  negated  by  the 
budget  pressures  that  we  anticipate  affecting  the  public  institutions,  but  it  is  already  a  matter  of 
concern  at  forward  looking  institutions. 

The  second  factor  concerns  the  rate  of  productivity  growth  in  higher  education.  Higher 
education  is  a  service  industry,  which  like  other  similar  services  such  as  health  care,  is  unlikely  to 
keep  pace  with  the  rate  of  overall  productivity  growth  in  the  rest  of  the  economy.  Productivity, 
in  simple  terms,  is  just  the  ratio  of  the  amount  of  output  produced  from  inputs.  If  more  output 
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can  be  gotten  from  the  same  amount  of  inputs  or  fewer  inputs  used  to  produce  the  same  amount 
of  output,  then  productivity  increases.  In  education,  these  gains  are  hard  to  come  by.  As  a 
consequence,  the  cost  of  producing  higher  education  relative  to  the  cost  of  producing  other 
goods,  such  as  automobiles,  houses,  or  food,  is  likely  to  rise.  It  is  important  to  note  that  this 
result  may  occur  despite  attempts  by  administrators  to  cut  costs.  Productivity,  in  a  very  narrow 
sense,  could  clearly  be  increased  if  class  sizes  were  doubled;  however,  few  would  deny  that  the 
value  or  quality  of  the  resulting  educational  output  would  dramatically  fall  as  a  result. 

As  mentioned  above,  the  "birth  dearth"  cohort  will  be  followed  by  a  larger  cohort:  the 
children  of  the  baby-boom  generation.  With  the  exception  of  the  effects  of  state  budgets 
becoming  tighter,  something  that  we  cxpea  to  continue  for  some  time,  increases  in  the  nimiber 
of  college  age  individuals  in  this  baby-boom  "echo"  will  likely  affect  the  various  market  segments 
beginning  in  the  next  millennium. 

Nobody  can  predict  the  future.  However,  we  have  discussed  a  number  of  factors  that 
suggest  a  moderating  of  the  rate  of  expenditure  and  tuition  increases  of  the  past  This  will  be 
small  comfort  both  to  those  who  see  tuition  as  already  being  too  high,  and  to  those  who  do  not 
see  how  they  can  provide  acceptable  educational  services  without  greater  resources  than  they 
have  at  the  present.  In  the  next  section  we  will  discuss  some  of  the  public  policy  issues 
suggested  by  our  analyses  to  this  point 

Conclusions  and  Policy  Considerations 
There  are  two  broad  reasons  for  public  intervention  in  the  functioning  of  markets:  1. 

market  failure;  and  2.  dissatisfaction  with  the  distributional  consequences  of  the  market  outcome. 
We  have  examined  the  functioning  of  each  of  the  four  segments  of  the  higher  education 

market.  We  will  nexi  discuss  the  various  market  imperfections  suffered  by  each  segment,  the 
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nature  and  extent  of  the  resource  misallocation  they  produce,  and  whether  or  not  public 
intervention  is  likely  to  be  productive.  We  will  also  discuss  some  of  the  distributional 
consequences  of  the  functioning  of  the  higher  education  market,  and  consider  whether  these 
suggest  a  positive  role  for  changes  in  Federal  educational  policy. 
The  Higfalv  Selective  Schools 

The  higher  education  market  has  received  an  unusual  amount  of  public  attention  in 
recent  years,  perhaps  inspu-ed  by  Reagan  administration  Secretary  of  Education  William 
Bennett's  criticisms  of  the  elite  colleges  and  universities.  Bennett's  speeches  focused  on  the  level 
and  increase  in  the  cost  of  attending  the  highly  selective  private  colleges  and  universities  and  on 
the  money  spent  on  what  he  regarded  as  "frills,"  those  aspects  of  the  higher  educational 
experience  that  are  more  "consumption"  than  "investment,"  The  media,  notably  the  Wall  Street 
Journal,  wrote  similarly  critical  articles.  Is  there  a  problem  and  ought  something  to  be  done 
about  it? 

High  prices  or  the  provision  of  "frills"  alone  do  not  justify  public  intervention  in  the 
market.  If  there  were  no  market  imperfections  or  imdesirable  distributional  effects  of  the 
allocation  of  resources  in  higher  education,  public  intervention  would  be  inappropriate.  Houses 
in  Beverly  Hills  and  Ferrari's  are  very  expensive  and  even  more  exclusive  than  elite  higher 
education,  but  there  is  no  outcry  for  government  action:  our  society  displays  little  inclination  to 
interfere  with  consumer  sovereignty.  Qearly,  to  the  extent  that  students  and  their  families  pay 
for  higher  education  themselves,  the  consumption  element  of  higher  education  is  no  more  an 
appropriate  public  policy  concern  than  consumption  of  soda  pop  or  designer  clothes.  If  the 
consumption  component  of  higher  education  is  being  directly  or  indirectly  subsidized  by 
taxpayers,  the  case  is  more  complicated.  We  must  ask  if  the  subsidy  to  consumption  is  large 
enough  to  actually  be  a  matter  of  concern.  The  research  by  McPherson.  Schapiro.  and  Winston 
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(1989)  on  the  effects  of  Federal  financial  aid  on  HEIs  suggests  that  any  consumption  subsidy 
from  this  source  must  be  very  small,  and  it  is  unlikely  that  research  funding  or  government  funds 
from  other  sources  contribute  significantly  to  subsidizing  consumption  activities. 

Even  though  the  amount  of  public  subsidy  to  higher  educational  "consumption"  is 
probably  very  small,  it  is  stiU  useful  to  ask  if  such  a  subsidy  may  actually  serve  a  useful  purpose. 
At  least  two  possibilities  exist  First,  if  there  are  positive  externalities  from  higher  education,  it  is 
in  society*s  interest  to  encourage  pursuit  of  higher  education,  and  making  the  experience  more 
enjoyable  for  students  is  one  way  to  accomplish  this.  Second,  HEI  expenditures  on  "extras"  may 
be  used  by  potential  students  and  their  families  as  indicators,  or  "signals,"  of  the  quality  of 
education  provided  by  an  institution.""  When  other  sources  of  information  are  costly  and  difficult 
to  assess,  the  signal  or  indicator  that  such  expenditures  may  provide  can,  in  fact,  be  quite 
valuable. 

All  this  said,  it  may  still  be  true  that  the  market  for  higher  education  functions  in  such  a 
way  that  HEIs  compete  for  students  with  "frills"  that  students  and  society  value  less,  both  in 
consumption  and  information  terms,  than  the  cost  of  providing  them.  If  this  is  true,  there  may 
be  some  room  for  improving  thin^.  Large  gains  from  policies  direaed  to  this  aim  are  very 
doubtful'^ 

Public  intervention  may  be  warranted  on  the  grounds  of  reducing  allocative  inefQciency  if 
price  is  higher  than  marginal  cost,  as  in  a  textbook  case  of  monopoly.  Our  data  show  clearly 

In  effect,  the  "signalling"  argument  goes  as  follows:  Under  certain  conditions,  a  particular 
product  price  or  attribute  will  only  improve  the  seller  s  circumstance,  if  the  product  itself  is  of 
high  quality.  Therefore,  a  consumer  observing  that  price  or  attribute  can  use  it  as  an  inexpensive 
way  to  judge  product  quality.  See  Spence  (1973)  for  a  formalization  of  this  idea. 

The  experience  the  federal  and  state  governments  had  in  the  1960's  and  1970's  tr^'ing  to 
limit  hospital  expenditures  on  construction  and  equipment  through  Cenificate  of  Need  la^^'s 
suggests  the  need  for  great  caution.  See  Sloan  and  Steinwald  (1980). 
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that  the  highly  selective  HEIs  charge  substantially  less  than  the  average  cost  of  providing  their 
product  Marginal  costs  in  higher  education  tend  to  be  well  below  average  costs  until  an 
institution's  capacity  is  reached,  at  which  point  they  increase  rapidly.  Given  the  large  gap 
between  average  cost  and  price,  and  given  that  the  highly  selective  schools  typically  operate  at  or 
near  capacity  (these  schools  have  no  "empty  slots")  it  is  unlikely  that  the  gap  between  price  and 
marginal  cost  is  great  enough  to  justify  public  intervention  on  the  grounds  of  increasing  allocative 
efficiency. 

Imperfect  information  is  a  second  source  of  market  failure,  one  that  we  have  argued  plays 
an  important  role  in  higher  education  markets,  particularly  the  highly  selective  segment.  The 
major  problem  associated  with  imperfect  information  is  that,  because  true  quality  in  higher 
edxication  is  difficult  if  not  impossible  to  ascertain,  consumers  and  HEIs  may  resort  to  using  price 
and  conspicuous  provision  of  amenities  as  "signals"  of  quality.  This  could  have  the  effect  of 
reducing  the  extent  of  price  competition  and  encouraging  quality  (amenity)  competition. 

It  is  not  only  the  level  of  quality  competition  that  is  a  concern,  but  the  form  it  takes  as 
well.  That  is,  institutions  may  be  providing  certain  kinds  of  "quality"  in  excess.  If  true  quality  is 
difficult  to  judge,  and  the  contribution  of  various  institutional  attributes  to  educational  excellence 
also  difficult  to  discern,  we  might  expect  that  colleges  seeking  to  use  quality  expenditures  as  a 
signal  to  potential  students  would  tend  to  allocate  too  many  resources  to  the  more  visible  forms 
of  quality  such  as  faculty  research  output,  athletic  facilities,  theaters,  museums,  etc.,  and  too  few 
to  the  less  tangible  and  less  readily  quantifiable  forms  of  quality  such  as  fine  teaching,  individual 
attention  to  students,  the  quality  of  student  counselling,  and  the  like. 

In  a  related  vein,  one  might  argue  that  the  combination  of  non-profit  status  and  a  lack  of 
vigorous  price  competition  would  encourage  HEIs*  decision  makers,  that  is.  the  faculty  and 
administration,  to  provide  themselves  with  excessive  amounts  of  amenities,  under  the  guise  of 
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competing  for  students.  Light  teaching  loads,  low  student\faculty  ratios,  lavish  support  for 
research,  and  perhaps  even  the  many  cultural  amenities  provided  by  HEIs  might  be  as  attractive, 
or  more  so,  to  the  administrators  and  faculty  charged  with  resource  allocation  decisions  than  they 
are  to  students. 

There  is  clearly  a  possibility  that  there  is  excess  provision  of  amenities  m  the  highly 
selective  market  segment,  but  it  is  hard  to  imagine  a  helpful  policy  response  to  directly  remedy 
this  problem.*"  Even  if  it  is  true  that  relatively  few  students  are  eager  to  avail  themselves  of  the 
amenities  provided  by  quality  competition  -extensive  athletic  facilities  excepted-  it  could  be 
argued  that  one  of  the  purposes  of  higher  education  is  precisely  to  change  the  tastes  of  the 
students.  Further,  if  there  are  significant  economies  of  scale  m  providing  amenities,  it  might 
actually  be  the  case  that  substituting  high  levels  of  amenities  for  high  salaries  may  be  a  cost- 
effective  method  of  attracting  and  retaining  faculty,  not  just  for  any  given  HEI  but  for  the  whole 
system  as  well*  In  addition,  placing  a  value  on  the  information  signaling  function  of  amenities 
and  quality  is  extremely  difUculL 

In  effect,  because  quality  provision  serves  so  many  purposes,  and  because  the  government 
is  unlikely  to  be  significantly  better  able  to  judge  higher  educational  quality  than  individual 
consumers,  and  because  consimieis  are  heterogeneous  in  how  they  value  various  quality 
attributes,  regulation  of  quality  provision  is  probably  not  a  sound  policy  option.  Information 
provision  might  seem  to  be  a  superior  alternative,  but  as  is  discussed  in  the  accompanying  paper, 
"Understanding  the  Quality  Issue  in  U.S.  Higher  Education,**  even  this  has  the  potential  for 
producing  harm. 


Analysis  of  attempts  to  limit  spending  on  health  facilities  through  Certificate  of  Need 
regulation  suggest  that  just  the  opposite  was  accomplished.  See  Sloan  and  Steinwald  (1980). 
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One  potentially  attractive  policy  alternative  involving  information  provision  might  grow 
out  of  research  that  investigates  the  different  rates  of  return  that  individual  students  might  expect 
to  receive  from  various  kinds  of  higher  education,  for  example,  the  four  market  segments 
identified  in  this  paper  or  other  finer  distinctions.  Information  of  this  sort  would  begin  to  allow 
families  to  make  more  informed  college  choice  decisions  when  faced  with  a  difScult-to-grasp  array 
of  cost  and  quality  alternatives. 

Selectivity  itself  might  be  regarded  as  a  source  of  inefficiency  in  the  highly  selective 
segment  of  the  market:  at  the  going  price,  some  willing  consumers  are  being  barred  by  selective 
HEIs  from  buying  their  product  This  is  clearly  a  complex  issue.  One  point  to  consider  is  that 
the  existence  of  prestigious  and  highly  selective  HEIs  almost  certainly  has  the  effect  of 
stimulating  effort  and  learning  among  secondary  school  students.  A  more  homogenous  higher 
education  market  would  certainly  diminish  the  effectiveness  of  this  incentive.  (McPherson  and 
Schapiro  discuss  this  issue  in  their  forthcoming  study,  "Selective  College  Admissions  and  the 
Public  Interest.") 

Another  potential  source  of  inefficiency  is  that,  at  least  up  to  capacity,  higher  education 
is  a  declining  cost  industry.  Therefore,  marginal  cost  pricing  will  generate  insufficient  revenues 
to  cover  cost.  In  addition,  pricing  to  cover  average  costs  will  not  result  in  optimal  production. 
In  this  context,  state  appropriations  and  income  from  endowment  or  gifts  can  be  thought  of  as 
subsidies  that  allow  these  schools  to  charge  prices  to  students  and  their  families  that  may  more 
closely  approximate  the  marginal  cost  of  providing  an  education  while  remaining  solvent 
institutions.  Interestingly,  if  it  is  in  general  true  that  the  price  elasticity  of  demand'*  for  higher 
education  varies  inversely  v  ih  family  income,  then  need-based  financial  can  also  be  considered 

The  price  elasticity'  of  demand  is  a  measure  of  how  responsive  the  quaniit\'  demanded  is 
to  changes  in  price. 
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efficiency-enhancing.  Happily,  in  this  instance,  this  efficiency  enhancing  behavior  also  has 
desirable  equity  implications. 
The  Moderately  Selective  Market 

The  moderately  seleaive  market  segment  is  subject  to  the  same  sort  of  market 
shortcomings  as  the  cquilibriiim  in  the  highly  selective  segment:  imperfect  information  that  may 
lead  to  excessive  levels  of  certain  types  of  amenities;  multiple  revenue  sources  that  result  in 
prices  that  differ  from  marginal  costs;  and  some  degree  of  economies  of  scale.  Excess  quality 
provision  is  likely  to  be  less  of  a  problem  in  this  market  segment  than  in  the  elite  market 
segment  because  schools  in  the  moderately  selective  segment  face  greater  competition  from  the 
less  selective,  and  often  less  expensive,  segments  of  the  market.  In  addition,  the  typical  school  in 
this  segment  has  fewer  resources  at  its  disposal  with  which  to  finance  such  expenditures. 
The  Less  Selective  Market 

Perhaps  the  most  important  role  for  public  policy  in  this  segment  of  the  higher  education 
market  is  to  ensure  that  any  individual  with  the  ability  and  desire  to  acquire  a  college  education 
has  access  to  the  necessary  financial  resources.  As  mentioned  in  the  introduction,  imperfections 
in  capital  markets  make  it  highly  unlikely  that  banks  or  other  sources  of  funds  would  be  willing 
to  extend  themselves  into  the  student  loan  market  without  some  government  assurances.  For 
some  individuals  grants  may  be  a  more  appropriate  form  for  student  aid. 

The  vast  majority  of  private  institutions  in  the  less  selective  segment  do  not  have  the 
fiscal  resources  to  provide  significant  amounts  of  institutional  financial  aid  to  prospective 
students.  Federal  aid  to  individual  students,  therefore,  must  provide  the  bulk  of  the  support  for 
students  at  less  selective  private  HEIs. 

Most  state  governments  have  long  recognized  the  importance  of  providing  good,  low- 
priced  higher  education  to  their  citizens  and  have  followed  through  over  the  years  by  subsidizing 
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public  higher  education  with  significant  amounts  of  state  appropriations.  These  funds  have 
allowed  sute  universities  and  colleges  to  charge  very  reasonable  tuition  and  yet  provide  fine 
educational  services.  However,  as  discussed  in  the  previous  section,  many  states  are  experiencing 
severe  budget  crises  and  the  continued  commitment  of  state  resources  at  a  level  adequate  to 
maintain  low  tuition  and  desired  instructional  quality  is  more  doubtful  now  than  at  any  time  in 
the  recent  past  If  direct  state  aid  to  public  colleges  and  universities  does  decline  and  tuition  at 
these  institutions  rises,  there  may  well  be  an  appropriate  role  for  increased  levels  of  Federal  aid 
to  college  students. 
The  Non-Selective  Market 

Market  failure  is  not  absent  from  this  segment  of  the  market  A  great  many  of  the  non- 
selective institutions  enjoy  a  local  monopoly:  the  extra  direct  and/or  opportimity  costs  of 
attending  a  non-selective  institution  far  from  home  make  that  choice  infeasible  for  the 
preponderance  of  students.  In  these  situations,  students  are  a  "captive"  audience.  As  a 
consequence,  administrators  and  faculty  that  enjoy  this  market  power  may  be  less  responsive  to 
changes  in  student  educational  and  training  needs  than  is  socially  optimal.  Certainly  the 

potential  impact  of  declining  state  support  to  higher  education  due  to  budgetary  pressures  also 
poses  an  important  problem  for  the  affordability  of  non-selective  higher  education.  In  fact,  with 
an  even  greater  proportion  of  public  institutions  in  this  segment,  and  students  who  tend  to  be 
more  price  sensitive  than  in  other  market  segments,  the  consequences  may  be  greater. 
The  Whole  Market 

In  designing  public  policies  to  compensate  for  the  higher  education  market's 
imperfections,  it  is  important  that  we  not  lose  sight  of  the  role  that  externalities  play  in  this 
market  A  positive  (negative)  externality  exists  when  an  action  by  one  individual  creates  an 
uncompensated  benefit  (cost)  for  someone  else:  consumption  of  higher  education  almost  certainly 
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generates  positive  externalities.  This  implies  that  individuals,  who  presumably  make  their 
education  consumption  decisions  by  weighing  their  private  costs  and  private  benefits,  fail  to 
account  for  at  least  some  portion  of  the  actual  benefits  of  their  education.^^  In  consequence,  if 
they  demand  the  right  amount  of  education  from  their  own  perspective,  they  demand  too  little 
from  that  of  society.  By  subsidizing  education,  we  offset  the  effect  of  the  gap  between  its  private 
and  social  benefit 

In  addition  to  the  positive  externalities  provided  by  higher  education,  which  cause 
education's  private  valuation  to  be  less  than  its  social  valuation,  there  may  be  important  reasons 
why  individuals  tend  to  systematically  undervalue  even  the  private  benefits  of  a  college  education. 
First,  the  vast  majority  of  the  direct  consumers  of  higher  education  are  recent  high  school 
graduates  with  no  significant  labor  market  experience  on  which  to  base  their  human  capital 
investment  decisions.  Second,  and  perhaps  most  importantly,  recent  high  school  graduates  may 
systematically  underestimate  the  value  of  one  of  the  likely  benefits  of  a  college  education: 
adaptability  to  changing  economic  circumstances. 

Both  externalities  and  undervaluation  of  higher  education's  private  benefits  cause  private 
demand  for  education  to  be  insufficient  from  a  social  standpoint.  Therefore,  while  there  may  be 
imperfections  in  the  higher  education  market  that  might  result  in  excessive  expenditures  in  some 
circumstances,  in  general,  policies  that  would  restrict  the  equilibrium  consumption  of  higher 
educational  services  are  probably  ill-advised. 

A  literate,  numerate,  and  adaptable  labor  force  may  well  be  this  country's  most  valuable 
resource  for  dealing  with  an  increasingly  competitive  and  rapidly  changing  international  economy. 


The  sources  of  externalities  in  education  are  well  known,  and  we  will  not  belabor  them 
here.  For  a  more  thorough  discussion  of  this  issue,  see  the  companion  paper.  "Understanding 
the  QuaHt\'  Issue  in  U.S.  Higher  Education." 
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The  direction  of  Federal  policy  toward  higher  education  in  the  coming  decade  can  help  ensure 
that  American  workers  continue  to  be  the  most  produaive  in  the  world. 
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Appendix  A 
A  Primer  on  Economics 


Economics  has  been  described  as  the  study  of  the  allocation  of  scarce  resources  among 
alternative  uses.  Both  scarcity  and  alternative  uses  are  necessary  to  having  an  "economic 
problem."  E  there  is  no  scarcity,  that  is,  resources  are  unlimited,  there  is  no  need  to  make 
choices  in  allocating  resources.  Similarly,  if  there  are  no  alternative  uses  for  resources,  there  is 
again  no  need  to  make  allocation  choices.  But  if  resources  are  not  unlimited,  and  if  they  can  be 
used  in  different  ways,  it  is  useful  to  have  some  general  principle  for  determining  the  "best"  way 
to  use  them. 

The  notion  of  "best"  in  resource  allocation  can  clearly  subsume  a  number  of  different 
elements.  Fairness  and  avoiding  waste  are  two  important  ones.  Economics'  major  contribution 
to  guiding  resource  allocation  has  not  been  in  defining  fairness;  rather,  it  has  been  in  defining 
allocation  principles  that  avoid  waste,  or  to  put  it  another  way,  that  lead  to  "efBciency."  Many 
policy  issues  in  higher  education,  notably  access  and  financial  aid,  involve  issues  of  fairness. 
Although  economics  may  not  be  able  to  provide  answers  to  such  questions  as:  "How  much 
financial  aid  is  best?"  economic  analysis  can  be  quite  useful  in  determining  what  specific  policies 
are  likely  to  be  most  effective  in  achieving  particular  goals. 

In  the  eyes  of  an  economist,  an  "efficient"  allocation  of  resources  is  one  that  maximizes 
the  value  of  output  that  can  be  produced  from  the  available  resources. 

A  discussion  of  the  exact  conditions  necessary  to  achieve  an  "efficient"  allocation  of 
resources  is  beyond  the  scope  of  this  paper;  however,  we  can  briefly  and  non-technically  mention 
a  few  important  conditions  that  must  hold.  The  first  condition  is  quite  intuitive:  producers  must 
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not  waste  resources  in  the  production  of  goods  and  services,  that  is,  use  more  resources  than  are 
necessary  to  produce  whatever  they  sell. 

A  second  condition  is  that  consumers  must  allocate  their  budgets  in  such  a  way  as  to  get 
the  most  value  for  their  money.  Among  other  things,  this  requires  that  consumers  be  able  to 
judge  the  true  value  (to  them)  of  the  things  they  purchase;  if  they  cannot,  because  of  poor 
information  for  example,  they  are  not  likely  to  allocate  their  money  in  the  best  possible  way,  at 
least  in  retrospect. 

Third,  because  we  want  the  best  resource  allocation  from  a  social  viewpoint,  resource 
allocation  decisions  should  reflect  the  social  rather  than  just  the  private  valuation  of  goods  and 
resources.  To  take  an  immediate  example,  if  society  reaps  some  beneQts  from  an  individual's 
education  above  and  beyond  the  benefits  directly  obtained  by  the  individual  in  question,  private 
decisions  alone  would  lead  to  underconsumption  of  education. 

Last  among  the  conditions  we  wiU  discuss\  but  certainly  not  least,  is  that  production  of  a 
good  should  be  expanded  as  long  as  the  value  to  society  of  an  additional  unit  of  the  good  is 
greater  than  the  cost  to  society  of  producing  it.  If  this  is  not  the  case,  society  can  obtain  some 
additional  "net  value"  by  producing  another  unit,  thereby  increasing  the  total  value  of  goods  and 
services. 

If  all  the  conditions  discussed  above  are  satisfied,  economists  wiU  view  a  particular  market 
as  functioning  properly.  If  not,  the  market  wiU  not  aUocate  resources  efficiently,  there  wiU  be  a 
"faUure  of  the  market"  as  a  mechanism  for  resource  allocation;  the  market  will  be  %iewed  as 
suffering  from  "imperfections."    These  market  faUures,  or  market  imperfections,  occur  in  a 
variety  of  markets,  and  can  result  in  costly  misallocations  of  resources. 


••  There  are  others,  but  we  will  not  discuss  them  here.  The  interested  reader  can  find  them 
discussed  in  almost  any  intermediate  microeconomics  textbook  in  the  chapter  relatmg  to  "welfare 
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Introductioii 

Attempts  to  explain  why  college  tuitions  have  increased  so  steadily  and  rapidly  throughout 
the  1980s  consistently  note  growth  in  faculty  salaries  (Kirshstein  et  al.,  1990;  Hauptman,  1990; 
Frances,  1990;  Schenet,  1988;  Hansen,  1988).  Study  after  study  docximents  the  slower  than 
inflation  increases  in  faculty  salaries  throughout  the  1970s  and  the  attempts  in  the  1980s  by 
colleges  and  universities  to  "catch  up**  to  early  1970s  salary  levels.  Some  view  salary  growth  in 
the  1980s  as  "creeping  ahead  so  slowly  that,  even  now,  they  [faculty  salaries]  remain 
approximately  8  percent  below,  in  real  terms,  what  they  were  in  1971"  (Kasper,  1989).  Others, 
however,  consider  faculty  to  be  "overpaid^  grotesquely  underworked,  and  the  architects  of 
academia*s  vast  empires  of  waste"  (Sykes,  1988). 

Whatever  view  is  taken  of  faculty  and  their  incomes,  one  fact  is  certain:  colleges  and 
universities  could  not  exist  without  them.  In  1988-89,  there  were  467,000  full-time  faculty 
members  and  another  275,000  part-time  faculty  employed  in  institutions  of  higher  education  in 
the  United  States  (U.S.  Department  of  Education,  1989).  The  labor-intensive  nature  of  higher 
education  makes  understanding  faculty  issues  central  to  any  exploration  of  rising  college  costs. 

There  is  a  mystique,  however,  which  surrounds  faculty  and  the  academic  profession. 
Despite  dramatic  changes  in  the  composition  of  the  academic  profession  in  the  last  twenty  years, 
an  image  still  persists  of  a  bearded,  tweed-coated,  blue-jeaned,  absent-minded,  intellectual,  male 
academic. 

la  reality,  there  is  no  single  description  of  faculty  that  adequately  describes  the  thousands 
of  professors  employed  in  the  United  States.  .Ajnong  the  ranks  of  facult\*  are  increasing  numbers 
of  women  and  ethnic  minorities,  part-time  instructors,  and  persons  teaching  courses  that  were 


unheard  of  twenty  years  ago.    There  is  also  no  single  description  of  what  faculty  do.  The  day- 
to-day  lives  of  faculty  differ  considerably  depending  on  a  number  of  factors. 

First,  the  academic  profession  is  a  patchwork  of  numerous  and  very  different  disciplines. 
Engineers,  historians,  social  workers,  physical  educators,  phUosophers,  and  lawyers  work  side  by 
side  as  faculty  on  university  campuses.  Although  they  may  share  the  same  employer,  their 
knowledge,  training,  and  work  activities  differ  radically  from  one  another. 

CoUeges  and  universities  also  define  major  differences  in  the  faculty  they  employ.  A 
sociologist  employed  by  a  two-year  community  coUege,  for  example,  has  a  very  different  work  life 
and  salary  than  a  sociologist  employed  by  a  prestigious  research  university.  In  addition,  teaching 
loads  and  research  expectations  are  vastly  different  across  institutions. 

Differences  also  exist  across  faculty  ranks.  A  young,  untenured  assistant  professor 
experiences  an  academic  world  quite  unUke  that  of  a  tenured,  fuU  professor.  Although  the 
requirements  for  tenure  differ  considerably  across  campuses  and  even  across  disciplines  on  the 
same  campus,  they  often  drive  the  early  careers  of  new  faculty  members. 

Despite  the  many  differences  among  faculty,  the  academic  profession  as  a  whole  is  still,  to 
a  large  degree,  a  world  apart  from  other  occupations.  As  Burton  Qark  once  noted,  Tlie 
academic  profession  is  an  oddity  among  professions"  (Qark,  1987;  p.  1).  People  often  do  not 
understand  what  faculty  do,  when  they  do  it,  how  much  of  it  they  do,  and  how  they  are  paid. 

This  paper  examines  these  and  other  faculty  issues  in  an  attempt  to  understand  the 
impact  of  faculty  on  increasing  college  costs.  First,  salary  issues  are  reviewed  since  what  faculty 
are  paid  and  how  salaries  have  changed  over  time  is  central  to  understanding  rising  costs  and 
tuitions.  However,  this  paper  reviews  a  number  of  other  key  issues  which  help  to  delineate  what 
faculty  do  and  what  ihey  want.  The  following  section  explores  such  issues  as  the  nature  of 
academic  work  and  the  academic  workload:  facult>-  productivity  and  the  broad  concern  about 


"quality";  flexibility  in  academic  suffing,  particularly  the  use  of  part-time  faculty;  faculty 
satisfaction  with  academic  life;  and  the  career  mobility  of  faculty.  Next,  the  possibility  of  future 
faculty  shortages  is  examined.  The  final  section  discusses  the  impact  which  facultj'  could  have  on 
future  college  costs. 

Faculty  Salaries 

Over  the  past  two  decades,  faculty  salaries  have  experienced  periods  of  dramatic  growth 
as  well  as  periods  of  erosion.  Throughout  most  of  the  1970s,  salaries  paid  to  full-time  faculty 
failed  to  keep  pace  with  inflation.  Thus,  their  real  value  declined.  In  the  1980s,  however,  this 
trend  reversed  itself  and  faculty  salaries  grew  at  rates  beyond  inflation.  As  of  the  1989-90 
academic  year,  faculty  salaries  had  not  yet  regained  their  early  1970s  value. 

These  trends  in  faculty  salaries  have  been  thoroughly  documented.    The  American 
Association  of  University  Professors  (AAUP)  carefully  analyzes  faculty  salaries  and  benefits  in 
different  lands  of  institutions  and  for  different  ranks,  and  also  monitors  long  term  trends. 
Table  1  presents  faculty  salaries  by  rank  for  the  1975-76,  1980-81,  1985-86,  and  1989-90  academic 
years,  and  Table  2  compares  annual  increases  in  faculty  salaries  to  increases  in  the  Consumer 
Price  Index  (CPI)  from  1971-72  to  1989-90.  Together,  these  two  exhibits  fllustrate  that  faculty 
salaries  have  been  growing  throughout  the  1980s.  In  every  academic  year  since  1980-81,  faculty 
salaries  have  increased  faster  than  inflation.  This  is  in  contrast  to  the  1970s  when  salaries 
declined  relative  to  the  CPI. 

Many  explanations  have  been  posited  for  the  widespread  decline  in  faculty  salaries 
throughout  the  1970s.  Hansen  (1986)  has  categorized  the  many  different  explanations  into 
market  forces,  institutional  forces,  and  political  and  social  forces.  These  are  quoted  below. 
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TABLE  1 

Average  Faculty  Salaries  by  Rank: 
1975-76,  1980^1,  1985-86,  and  1989-90 
(Current  Dollars) 


Professor 

Associate 

Assistant 

1975-76 

$23,233 

$17,449 

$14336 

1980-81 

$30,870 

$23,290 

$18,980 

1985-86 

$42,500 

$31,800 

$26,240 

1989-90 

$53,540 

$39,590 

$32,970 

Instructor 

$11,607 

$15,150 

$20,350 

$24,890 


Source:  The  Annual  Report  nn  the  Econnniir.  Status  of  the  Profession:  1989-1990.  p.  13. 

The  Annual  Report  nn  the  F^-nnnmic  Status  nf  the  Profession:  1985-1986,  p.  9. 

The  Annual  Report  nn  the  EconnmiV,  Status  of  the  Profession:  1980-1981,  p.  5. 

The  Annual  Report  nn  the  Ecr  ^^'^^"'^      ^^e  Profession:  1975-1976.  p.  208. 
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TABLE  2 


Yearly  Percentage  Increase  in  Average  Faculty 
Salaries  and  the  CPI:  1971-72  to  1989-90 


Increases  in: 


jYioneiarv  ^aiarv 

RchI  Terms 

1071  79  fr\  1Q7'!>  7^ 

/o 

\J,1V0 

1077  TX  tr\  107*1  7A 

107^.74  tn  1074-7f 

J.o  /O 

1074-7^  tn  107^  7^ 

O.U  /O 

1975-76  to  1976-77 

A.1% 

-1.0% 

1976-77  to  1977-78 

53% 

-13% 

1977-78  to  1978-79 

5.8% 

-33% 

1978-79  to  1979-80 

7.1% 

-5J% 

1979-80  to  1980-81 

8.7% 

-2.6% 

1980-81  to  1981-82 

9.0% 

03% 

1981-82  to  1982-83 

6.4% 

2.0% 

1982-83  to  1983-84 

4.7% 

1.0% 

1983-84  to  1984-85 

6.6% 

2.6% 

1984-85  to  1985-86 

6.1% 

3.0% 

1985-86  to  1986-87 

5.9% 

3.6% 

1986-87  to  1987-88 

4.9% 

0.8% 

1987-88  to  1988-89 

5.8% 

1.1% 

1988-89  to  1989-90 

6.1% 

1.1% 

Source:        The  Annual  Report  on  the  Economic  Status  of  the  Profession: 
1989-1990.  p.  5. 


Market  Forces 

1         Faculty  salaries  were  too  high  in  1970  and  thus  the  relative  decline  since  then 

represents  the  return  to  a  more  normal  situation  that  reflects  looser  labor  market 
conditions. 

2.       The  abundant  supply  of  new  ?hX>s  in  the  1970s  reduced  the  labor  market 

tightness  of  the  1970s  and  has  since  flooded  the  market  with  new  Ph.D^s  so  that  it 
is  not  surprising  that  salaries  have  declined  relatively. 

3        The  slowing  growth  rate  of  enrollments  in  American  colleges  and  universities 
during  the  1970s  and  early  1980s  weakened  the  demand  for  new  Ph.D.s  and 
thereby  depressed  the  rate  of  growth  of  salaries. 


Tnxtitutinnal  Forces 

1.  The  imposition  of  various  wage  control  and  wage  guidelines  policies  of  the  1970s 
artificially  held  down  the  rate  of  increase  in  faculty  salaries  relative  to  other 
groups  of  workers. 

2.  The  slow  and  cumbersome  salary-setting  process  in  public  higher  education,  which 
dominates  the  wage-setting  process,  renders  it  incapable  of  responding  quickly  to 
sharp  inflationary  shocks. 

3.  The  academic  sector  found  itself  unable  to  invent  an  effective  method  for 
recommending  prospective  salary  increases  that  would  maintain  its  salary  position. 


Political  and  Social  Forces 

1.        The  less  buoyant  economy  of  the  1970s  and  early  1980s  limited  the  revenue- 
generating  powers  of  states  and  hence  restricted  the  funds  available  to  support 
higher  education  and  with  it  faculty  salary  increases. 

1        The  higher  priorities  for  new  public  programs  in  the  health,  welfare,  and 

environmental  Oelds  cut  into  funds  that  might  otherwise  have  supported  higher 
education.  ^ 

3.  PubUc  support  for  higher  education  eroded  relative  to  that  which  prevailed  in  the 
1960s. 

4.  Faculty  members  were  not  in  fact  awarded  salary  increases  equivalent  to  those 
awarded  other  state  and  local  employees  even  though  state  and  local  officials 
frequently  claimed  they  gave  the  groups  equal  treatment.  (Hansen.  1986.  pp.  87- 
88). 

The  most  common  explanation  for  salar}-  growth  in  the  1980s  is  fairly  simple:  Faculty 
salaries  have  been  increasing  to  "catch  up"  to  their  real  1970s  value.  However,  this  somewhat 
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simplistic  explanation  masks  the  fact  thai  several  other  conditions  changed  in  the  1980s  to  make 
faculty  more  "marketable"  and  in  demand.  In  many  disciplines,  salary  increases  have  been 
necessary  to  retain  existing  faculty  and  to  attract  new  members  to  the  academic  profession.  The 
decline  in  salaries  in  the  1970s  resulted  in  competition  from  non-academic  employers  for  new 
Ph.D.s.  Also,  smaller  supplies  of  Ph.D.s  in  many  disciplines  resulted  in  increased  competition  for 
faculty  both  within  and  outside  the  academic  profession  (Fairweather,  1989).  While  increasing 
salaries  of  the  1980s  have  been  criticized,  they  have  also  been  defended  as  the  only  way  to  stem 
defections  from  academia  and  to  attract  new  Ph.D.s. 

Salaries  alone  are  not  the  only  costs  to  institutions  of  maintaining  a  faculty.  Benefits  also 
form  an  important  part  of  total  compensation,  and  they,  too,  have  increased  throughout  the 
1980s.  Benefits  can  include,  for  example:  health,  disability,  and  life  insurance;  parental  leave; 
retirement  plans;  and  tuition  remission  programs  for  family  members.  In  1975-76  average  benefits 
comprised  14.7  percent  of  salary.  By  1980-81,  these  benefits  increased  to  18.2  percent  of  salary. 
In  the  current  year,  1989-90,  average  benefits  were  valued  at  $9^40  and  represented  233  percent 
of  average  salary. 

Although  these  increases  in  faculty  benefits  have  paralleled  the  growth  of  benefits  in  non- 
academic  professions  from  the  early  1960s  through  the  late  1980s  (Hamermesh  and  Woodbury, 
1989),  base  salaries  for  faculty  have  risen  more  slowly  than  salaries  in  many  other  fields.  As 
Figure  I  indicates,  the  average  faculty  salary  increased  slower  than  salaries  for  accountants, 
lawyers,  chemists,  and  engineers.  Between  1976  and  1986,  for  example,  average  faculty  salaries 
increased  approximately  87  percent  in  current  (unadjusted)  dollars.  Salaries  of  accountants, 
however,  increased  103  percent  and  salaries  of  engineers  grew  by  109  percent. 


Figure  I 

Salary  Comparisons 
Faculty  and  Other  Professions 
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Source:  NCES,  The  Condition  of 
Education,  1990. 


'  376 


Thus  faculty  salaries  have  been  increasing  considerably  faster  in  the  1980s  than  they  did 
in  the  1970s;  benefits  paid  to  faculty  increased  in  both  the  1970s  and  1980s;  yet  faculty  salaries 
did  not  increase  as  fast  as  salaries  in  a  number  of  non-academic  professions  from  1976  to  1986. 
Factors  Affecting  Salaries 

It  is  clear  from  the  data  in  Table  I  that  salaries  vary  considerably  by  academic  rank. 
Given  that  ranks  represent  experience  and  length  of  service,  these  differences  are  not  surprising. 
Full  professors,  the  highest  academic  rank,  have  generally  more  experience  and  earn  higher 
average  salaries  than  associate  professors;  similarly,  associate  professors'  salaries,  on  average,  are 
higher  than  those  of  assistant  professors.  These  overall  rank  differences  in  salary  also  tend  to 
remain  fairly  constant  over  time.  Salary  increases  between  1985-86  and  1989-90  were  similar  for 
all  ranks  (between  31  and  33  percent). 

Given  these  salary  differences  across  ranks,  a  change  in  the  composition  of  faculty  could 
have  serious  consequences  for  instructional  expenditures.  Such  a  change  in  composition  did 
occur  between  1975-76  and  1985-86,  when  the  proportion  of  full  professors  grew  from  28  to  35 
percent  and  the  proportion  of  assistant  professors  decreased  from  33  to  25  percent  (Kirshstein  et 
al,  1990).  The  fact  that  the  most  senior  (and  hence,  the  most  expensive)  faculty  members  were 
increasing  in  numbers  faster  than  other  faculty  ranks  fueled  growth  in  instructional  expenditures. 
This  "aging  of  the  professoriate"  compounded  the  effects  of  salary  increases  in  the  1980s. 

Geographic  region  also  has  some  impact  on  salaries.  Academic  salaries  in  the  Northeast  • 
-  the  New  England  and  Middle  Atlantic  states  -  tend  to  be  higher  than  salaries  elsewhere  in  the 
Continental  United  States  (AAUP,  1990,  p.  15).    The  lowest  salaries  tend  to  be  in  the  East 
South  Central  states.^  For  example,  whereas  the  average  faculty  salary  in  New  England  was 


'The  New  England  States  include:  Connecticut.  Maine.  Massachusetts.  New  Hampshire. 
Rhode  Island,  and^ Vermont.  The  Middle  Atlantic  States  are:  New  Jersey.  New  York,  and 
Pennsylvania.  The  East  South  Central  states  consist  of:  .Alabama.  Kentuck\-.  Mississippi,  and 
Tennes.see. 
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$46,140  in  1989-90,  the  average  salary  in  the  East  South  Central  section  of  the  Uiuted  States  was 
S35.730. 

Institution  type  is  another  factor  affecting  average  salaries.  Faculty-  employed  by  doctoral- 
level  institutions  have  considerably  higher  salaries  than  faculty  at  comparable  ranks  employed  by 
comprehensive,  general  baccalaureate,  and  two-year  colleges.^  These  differences  are  particularly 
notable  at  the  full  professor  level;  faculty  at  this  rank  in  doctoral  level  institutions  averaged 
$59,920  -  over  $10,000  more  than  faculty  at  this  rank  in  any  of  the  other  categories  of 
institutions.  Differences  at  other  ranks  were  not  as  dramatic,  although  faculty  in  doctoral-level 
institutions  do  tend  to  earn  higher  salaries. 

Disciplinary  differences  can  also  affect  salaries  at  least  as  much  as  rank,  geographic 
region,  and  type  of  institution.  For  the  1989-90  academic  year,  for  example,  a  fuU  professor  in 
accounting  was  paid,  on  average,  $55,971  in  the  public  sector  and  $55,567  in  the  private  sector. 
In  contrast,  a  full  professor  in  the  visual  and  performing  arts  was  paid  an  average  of  $44,505  in 
the  public  sector  and  $42,095  in  the  private  seaor  (CoUege  and  University  Personnel  Association, 
1990). 

Salary  differences  across  disciplines,  in  part,  reflect  the  demand  for  new  faculty.  In  some 
disciplines,  the  demand  is  so  great  that  the  average  salaries  of  new  assistant  professors  are  higher 
than  those  of  assistant  professors  who  have  been  teaching  for  a  number  of  years.  In  six  of  55 
Gelds  identified  by  the  College  and  University  Personnel  Association  (CUPA),  new  assistant 
prof^rs  hired  by  public  colleges  and  universities  in  1989-90  received  higher  average  salaries 


=Doctoral-level  institutions  include  schools  which  award  a  minimum  of  ihir:>-  doctoral  degrees 
annuam  r  a  leas  three  unrelated  disciplines.  Comprehensive  institutions  award  fewer  than 

doctoral  decrees  a  vear  and  are  characterized  by  diverse  post-baccalaureate  programs. 
General  baccaiaufeate  schools  Drimarily  emphasize  undergraduate  education. 
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than  faculty  of  the  same  rank  hired  in  earlier  years.  In  the  private  sector,  this  happened  in  ten 
disciplines.  The  disciplines  in  which  this  occurred  are  listed  in  Table  3. 

For  the  most  part,  disciplines  that  paid  new  assistant  professors  higher  salaries  than 
existing  assistant  professors  are  also  the  disciplines  in  which  faculty  at  all  ranks  receive  higher 
than  average  salaries.  They  are  also  the  disciplines  whose  members  are  readily  employable 
outside  academe  and  which  tend  to  attract  large  numbers  of  students,  both  undergraduate  and 
graduate.^  While  paying  new  faculty  higher  salaries  than  existing  faculty  may  be  necessary  for 
recruiting  new  members  to  academe,  this  practice  could  have  a  negative  impact  on  those  already 
employed  as  well  as  the  existing  salary  structure  of  the  institution.  Faculty  with  years  of  service 
and  experience  may  not  react  favorably  to  their  departments'  hiring  less  experienced  faculty  at 
higher  salaries.  These  higher  starting  salaries  can  result  in  "salary  compression,"  or  relatively 
small  differences  between  the  salaries  of  junior  and  senior  faculty.  Institutions  may  thus  find 
themselves  needing  to  adjust  salaries  at  all  ranks  in  that  discipline  to  avoid  losing  existing  faculty. 

Another  factor  affecting  total  faculty  earnings  is  the  amount  of  money  received  from 
sources  outside  academe.  Many  critics  of  rising  academic  salaries  argue  that  faculty  have 
numerous  opportunities  to  supplement  their  salaries  with  outside  income.  However,  the 
availability  of  outside  income  varies  widely  across  the  academic  profession.  A  recent  study  of 
postsecondary  faculty  indicates  that  less  than  half  of  all  full-time  faculty  (42  percent)  received 
consulting  income  in  1988,  and  only  28  percent  received  other  non-consulting,  outside  income.'* 

^In  the  private  sector,  three  exceptions  occurred:  Drawing,  Social  Sciences,  and  Theology. 

^Consulting  income  was  defined  as  ^'income  received  from  sources  other  than  the  institution 
for  legal  or  medical  services,  psychological  counseling,  outside  consulting,  consulting  business, 
freelance  work,  professional  performances  or  exhibitions,  speaking  fees,  or  honoraria."  Other 
outside  incom.e  was  considered  to  be  "nonconsulting  income  received  from  sources  other  than  the 
institution,  includinc  other  academic  institutions,  self-owned  business  (other  than  consulting), 
royalties,  commissions,  nonmonetary^  compensation  from  other  sources,  retirement  income,  grams 
or  research  income,  or  any  other  employment/'  (U.S.  Department  of  Education.  1990:  p.  26) 
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TABLE  3 

Disciplines  in  Which  Average  Salaries  of  New  Assistant  Professors 
Exceed  Those  of  Other  Assistant  Professors 


Public  Institutions 


Accounting 

Business  administration  &  management 
Business  &  management 
Computer  &  information  science 
Engineering 
Marketing  management 


Assistant 
Professor 

$40,166 

$38,573 

$39,193 

$37,548 

$39,468 

$41,502 


Private  Institutions 


Accounting 

Business  administration  &  management 
Business  &  management 
Business  economics 

Computer  &  information  science 

Drawing 

Engineering 

Mathematics 

Social  Sciences 

Theology 


Assistant 
Professor 

$36,615 

$34320 

$37,142 

$33,880 

$34,385 

$26,939 

$40,264 

$29,978 

S30.142 

$26,936 


New  Assistant 
Professor 

$42,507 

$40,025 

$41,515 

$39322 

$39,534 

$44,606 


New  Assistant 
Professor 

$38,187 

$34360 

$38,015 

$34,134 

$34,979 

$27,937 

$41,056 

$30,209 

$30302 

S27.256 


Source:  Colleee  and  University  Personnel  Association.  1982^  National  Faculn-  Salan-  Survev  bv 
n;.Hpline  and  Rank  ^"  ^r^^'^^^-  CoHefe.';  and  Lniversities.  1990. 

American  Association  of  State  CoUeces  and  Universities  and  the  College  and 

Connel  Association.  iQ«o.Qf>  Vntional  Facnln-  S.Ian-  Snn-ev  bv  D.sapl.ne  and  Rank  m  Stnte 

Colleges  and  Universities.  1990. 
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Higher  percentages  of  faculty  in  research  universities,  both  public  and  private,  supplement  their 
incomes  with  consulting  and  other  outside  income  than  did  faculty  employed  by  other  types  of 
institutions.  High  percentages  of  faculty  in  the  fine  arts  and  health  sciences  (55  percent  in  each 
discipline  area)  earn  consulting  income,  although  the  average  amount  earned  by  those  in  the  fine 
arts,  S4,184,  was  considerably  less  than  the  average  amount  earned  by  faculty  in  the  health 
sciences,  $17,175. 

Faculty  Issues  in  the  1980s 
While  faculty  salary  issues  have  direct  consequences  for  college  costs,  a  number  of  other 
crucial  issues  also  affect  costs  indirectly.  As  already  noted,  the  labor-intensive  nature  of  higher 
education  makes  almost  any  faculty  issue  a  potential  cost  issue.  The  overall  condition  of  the 
professoriate,  the  quality  of  research  and  instruction,  and  the  attractiveness  of  college  teaching  as 
a  career  can  all  affect  institutions'  budgets.  The  next  section  of  this  paper  examines  several 
issues  which  are  central  to  understanding  both  the  academic  profession  and  college  costs, 
including: 

•  the  nature  of  academic  work  and  the  faculty  workload; 

•  faculty  productivity  and  the  broad  concern  about  "quality"; 
flexibility  in  academic  stafQng,  especially  the  use  of  part-time  positions; 

<^        faculty  satisfaction;  and 

•  the  mobility  of  faculty. 
Faculty  Activities  and  Workloads 

Facuity  workloads  typically  entail  teaching,  advising  students,  research,  and  other 
professional  service,  and  can  also  include  consulting  activities  related  to  professional  development 
and  administrative  acti\ities  (Finkelstein,  1984).  Determining  facult\'  workloads  is  important  to  a 


number  of  different  academic  concerns.  These  include  collective  bargaining  (Douglas.  Krause,  & 

Winogora,  1980);  cost  analysis  studies  (DOI,  1974);  equity  issues;  and  even  public  relations 

(Yuker,  1984).  As  Fairweather,  Hendrickson,  and  Russell  point  out: 

Minimum  and  maximum  workload  specifications  are  central  to  coUective 
bargaining  agreements.  Workload  studies  are  also  useful  to  assist  faculty  and 
administrators  in  determining  whether  race  or  gender  inequities  exist  at  speciGc 
institutions.  The  OfTicc  of  Management  and  Budget  interest  in  faculty  workload 
was  made  clear  when  it  issued  an  order,  subsequently  rescinded,  to  requure  all 
faculty  receiving  funds  from  federal  grants  or  contracts  to  report  total  work  hours. 
Courts  and  State  legislatures  have  focused  on  various  methods  of  definmg  faculty 
workload   Individual  institutions  must  address  faculty  workload  when  justifying 
budgets  and  expenditures  to  relevant  constituencies  (Fairweather,  Hendnckson,  & 
Russell.  1990a). 

Faculty  workloads,  particularly  changes  in  them,  are  also  important  to  issues  of  coUege 
cost  If  faculty  are  teaching  less,  for  example,  then  colleges  and  universities  may  need  to  hire 
more  faculty  to  cover  the  curriculum. 

The  Faculty  Work  Week 

NCES  data  reveal  that  the  average  faculty  work  week  in  1988  was  53  hours.  This  finding 
is  consistent  with  that  of  Yuker  who  reviewed  over  100  studies  on  academic  workloads  and 
concluded  that  faculty  members  generally  work  an  average  of  55  hours  per  week  (Yuker,  1984; 
p.  63).  Yuker  also  reports  that  the  average  number  of  hours  worked  per  week  by  faculty  is 
simUar  to  the  number  of  hours  worked  by  individuals  in  other  occupations  where  people  work 
independently  without  prescribed  work  hours  (e.g.,  doctors,  proprietors). 

The  breakdown  of  the  academic  work  week  reveals  that  46  of  the  53  hours  (87  percent) 
were  spent  in  activities  at  the  institution  of  employment.  4  hours  were  spent  in  other  paid 
activities  (7  percent),  and  3  hours  (6  percent)  were  spent  in  unpaid  service  activities  (see  Table 
4).  Facultj'  in  research  and  doctoral-granting  institutions  were  more  likely  to  work  longer  than 
average  work  weeks,  whereas  faculty'  in  private  comprehensive  and  public  two-year  institutions 
worked  shorter  than  average  work  weeks  (Fairu'eather.  Hendrickson.  L  Russell.  1990a  i. 


TABLE  4 


Workload  for  Full-time  Regular  Faculty,  by  Type 
and  Control  of  Institution:  Fall  1987 


Type  and  control 
of  institution 


Total 
hours 
worked 


Activities 
at  this 
institution 


Other 
paid 
activities 


Unpaid 
service 


All  institutions 


53 


46 


Public  research  57 

Private  research  56 

Public  doctoral-granting  55 

Private  doctoral-granting  53 

Public  comprehensive  52 

Private  comprehensive  51 

Liberal  arts  52 

Public  two-year  47 

Other  50 


52 
50 
49 
46 
46 
44 
47 
40 
43 


3 
4 
3 
5 
3 
4 
3 
4 
5 


2 
2 
2 
2 
3 
3 
2 
3 
2 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


ERIC 


The  faculty  work  week  was  remarkably  similar  for  academics  in  different  disciplines;  total 
hours  worked  ranged  from  52  hours  a  week  for  education  faculty  to  57  hours  per  week  for 

faculty  in  health  sciences. 

While  critics  of  the  academic  profession  in  general  and  the  tenure  system  in  particular 
have  claimed  a  decline  in  aaivity  after  tenure  is  granted  (Sykes,  1988),  data  from  the  NCES 
suivey  show  little  support  for  this  accusation.  (See  Tables  5  and  6).  Professors  and  associate 
professors  worked  at  least  as  many  hours  as  assistant  professor.,  and  tenured  faculty  worked 
about  the  same  work  weeks  as  their  untenured  counterparts  (53  and  55  hours  per  week, 

respectively). 

Wnrfc  Activitiw:  anH  Distribution 

Overall,  faculty  spcm  more  than  one-half  their  time  on  instruction-related  activities,  and 
about  one-sixth  of  their  time  each  on  research,  administration,  and  other  aaivities.  This 
distribution  varied  substantially  by  type  of  institution,  with  faculty  in  research  and  doctoral- 
granting  universities  spending  less  than  half  of  their  time  in  teaching  aaivities  (Table  7).  If 
distinctions  could  be  made  between  time  spent  in  undergraduate  and  graduate  teaching,  the  data 
would  probably  show  that  faculty  in  these  types  of  institutions  spent  little  time  teaching 
undergraduates.  (Fairweather,  Hendrickson,  &  Russell,  1990a). 

Faculty  in  research  and  doctoral-granting  institutions  spent  large  amounts  of  time  in 
research  activities.  In  research  universities,  both  public  and  private,  faculty  spent  slightly  under  a 
third  of  their  time  in  research.  In  doctoral-granting  schools,  faculty  spent  around  a  quarter  of 
their  time  doing  research  (22  percent  for  faculty  in  public  institutions  of  this  type  and  27  percent 
for  faculty  in  private  schools). 
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TABLES 


Workload  for  Full-tdme  Regular  Faculty, 
by  Academic  Rank:  Fall  1987 


Total 

Activities 

Other 

hours 

at  this 

paid 

Unpaid 

Academic  Rank 

worked 

institution 

activities 

service 

All  institutions 

53 

46 

4 

3 

Professor 

54 

48 

4 

3 

Associate  Professor 

54 

48 

4 

3 

Assistant  Professor 

53 

48 

3 

2 

Instructor 

48 

40 

4 

3 

Lecturer 

48 

42 

4 

2 

Other 

46 

41 

2 

2 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


TABLE  6 

Workload  for  Full-time  Regular  Faculty, 
by  Tenure  Status:  Fall  1987 


Total 

Activities 

Other 

hours 

at  this 

paid 

Unpaid 

worked 

institution 

activities 

service 

All  institutions 

53 

46 

4 

3 

No  tenure  system  at  institution 

48 

42 

4 

2 

No  tenure  system  for  faculty  stattis 

50 

44 

4 

2 

On  tenure  track  but  not  tenured 

55 

SO 

3 

2 

Tenured 

53 

47 

4 

3 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


TABLE  7 


Percentage  Distribution  of  Full-time  Regular  Faculty,  by  Time 
Allocation  and  by  Type  and  Control  of  Institution:  Fall  1987 


Percentage  of  time  spent 


Type  and  control 

Other 

Prof. 

of  institution 

TeachinE 

Research 

Admin. 

Service 

Work 

Devel 

All  institutions 

56 

16 

13 

4 

7 

5 

Public  research 

43 

29 

14 

3 

7 

4 

Private  research 

40 

30 

14 

2 

11 

4 

Public  doctoral-granting 

47 

22 

14 

3 

9 

5 

Private  doctoral-granting 

39 

27 

13 

2 

14 

4 

Public  comprehensive 

62 

11 

13 

4 

5 

4 

Private  comprehensive 

62 

9 

14 

5 

6 

4 

Liberal  arts 

65 

8 

14 

5 

4 

4 

Public  two-year 

71 

3 

10 

5 

5 

5 

Other 

59 

9 

15 

5 

7 

6 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 
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Discipline,  too,  affects  how  faculty  allot  their  time  across  academic  activities.  Humanities 
faculty  spent  the  most  time  teaching,  followed  by  faculty  in  business,  engineering,  and  the  natural 
sciences,  Facult>'  in  the  health  sciences,  agriculture,  and  home  economies  spent  the  smallest 
percentages  of  their  total  working  hours  teaching,  but  the  most  time  in  research, 

A  question  critical  to  cost  issues  is  whether  faculty  are  allotting  their  time  differently  now 
than  they  did  in  the  past  Tiiis  is  particularly  important  with  regard  to  time  spent  teaching. 
Although  a  number  of  faculty  surveys  in  the  past  twenty  years  have  attempted  to  ascertain  how 
faculty  spend  their  time,  the  manner  in  which  the  question  is  asked  often  makes  comparisons 
across  time  difGcult 

Results  of  a  1978  survey  reported  in  both  Bowen  and  Schuster  (1986)  and  Fmkelstein 
(1984)  suggest  that  there  may  have  been  some  declire  in  the  percent  of  time  faculty  devote  to 
teaching.  Whereas  the  NCES  data  reveal  that  faculty  spent  an  average  of  56  percent  of  their 
time  teaching  in  1988,  ♦he  data  from  1978  indicate  that  faculty  spent  64  percent  of  their  time  in 
instruction.  If  total  work  hours  have  generally  remained  the  same  across  these  two  time  periods, 
a  decline  in  actual  teaching  time  may  have  occurred. 
Faculty  Productivitv 

Rising  college  costs  have  resulted  in  increased  scrutiny  of  academic  institutions  and  the 
faculty  employed  by  them.  As  academic  institutions  increasingly  are  asked  to  account  for  the 
quality  of  educational  outcomes,  faculty  productivity  has  become  an  important  measure  of 
academic  success  (Bowen  &  Schuster,  1986),  Governmental  and  private  funding  agencies  and 
sponsors  desire  evidence  of  performance.  Academic  leaders  have  responded  by  citing,  often 
incorrectly  or  irrelevantly,  measures  of  faculty  behavior  or  reputation  presumed  indicative  of 
quality  of  performance.  Reputational  measures  of  facultv-  productivity,  such  as  those  developed 
by  the  National  Academy  of  Sciences,  are  particularly  favorite  proxies  for  faculty  performance 
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(Fairweather,  1989).  Research  expenditures  are  another  frequently  used  measure  of  overall 
faculty  perfonnance. 

As  stated  by  Fairweather  and  colleagues  (1990a), 

The  first  issue  in  measuring  faculty-  produaivity  is  to  define  the  production  entity. 
Produaivity  is  iiot  a°  individual  measure;  indices  of  individual  faculty  performance 
are  "performance  measures."  Instead,  produaivity  is  best  seen  as  a  "system" 
measure.  A  key  analytical  question  is  "at  what  parts  of  a  system  is  productivity 
best  measured:  the  department,  college,  institution,  or  aU  of  the  above?" 

These  findings  suggest  that  a  study  of  faculty  productivity  should  (1)  specify  the 
appropriate  system  level  for  analysis  (e.g.,  department,  college,  institution,  groups  of 
institutions);  (2)  identify  the  production  process  to  be  examined  (i.e.,  teachmg-learmng, 
research-scholarship,  internal  governance-management,  public  service);  (3)  consider  the 
wide  array  of  productivity  measures  avaUable  for  each  system  level  and  production 
process;  (4)  take  into  account  the  variety  of  institutional  and  faculty-related  factors  m  the 
analysis;  and  (5)  identify  and  distinguish  between  various  interested  audiences. 

The  1988  NCES  survey  again  provides  data  for  assessing  faculty  productivity  in  terms  of 

research  and  scholarship  and  instruaion-related  aaivities. 

Research  and  Scholaiship 

During  the  past  two  years,  full-time  faculty,  on  average,  produced  two  articles  in  refereed 
journals;  approximately  one  book  or  monograph,  one  book  review,  and  one  other  report;  and 
presented  four  papers  at  conferences.  Over  their  careers,  full-time  regular  faculty  averaged 
twelve  articles  in  refereed  journals;  three  books  or  monographs,  three  book  reviews,  and  eight 
other  reports;  and  presented  thirty-one  papers  (Table  8).  Across  all  institutions,  22  percent  of 
faculty  had  been  a  principal  investigator  on  a  funded  research  project  during  their  careers.  The 
average  research  project  was  about  525,066  (Table  9)  (Fairweather,  Hendrickson,  &  Russell. 
1990a). 

Consistent  with  the  increased  amounts  of  time  spent  in  research  activities,  faculty  in 
research  universities  produced  higher  than  average  numbers  of  journal  articles  and  books  and 
gave  more  presentations  than  their  counterparts  in  other  types  of  institutions.  Faculty  in 
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TABLE  8 


Mean  Number  of  Items  Published  During  Career, 
by  Type  and  Control  of  Institution:  Fall  1987 


Type  and  control 

Refereed 

Book 

Other 

of  institution 

articles 

Books 

reviews 

reports 

Presentations 

All  institutions 

12 

3 

3 

8 

31 

Public  research 

25 

5 

5 

13 

38 

Private  research 

27 

5 

6 

10 

30 

Public  doctoral-granting 

17 

3 

4 

9 

34 

Private  doctoral-granting 

29 

4 

5 

8 

29 

Public  comprehensive 

6 

2 

3 

7 

31 

Private  comprehensive 

6 

1 

3 

9 

29 

Liberal  arts 

3 

1 

3 

5 

20 

Public  two-year 

1 

1 

1 

3 

14 

Other 

5 

3 

4 

7 

116 

Source:  Faiiweather,  Hendrickson,  &  Russell,  1990a 


TABLE  9 

Funded  Research  Activities,  by  Type  and 
Control  of  Institution:  Fall  1987 


Percentage 

Type  and  control 

pnncipal 

of  institution 

investigator 

All  institutions 

22 

Public  research 

43 

Private  research 

42 

Public  doctoral-granting 

29 

Private  doctoral-granting 

30 

Public  comprehensive 

14 

Private  comprehensive 

9 

liberal  arts 

11 

Public  two-year 

6 

Other 

6 

Mean  total 
research  $ 

25,066 

57,299 
63,554 
34,973 
53,032 

7,413 

4,358 

4,759 

1,834 

2,030 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 
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doctoral-granting  institutions  also  produced  above  average  numbers  of  refereed  articles.  Indeed, 
it  is  basically  faculty  in  these  types  of  schools  who  publish  most  of  the  articles  and  books. 
Faculty  in  other  types  of  institutions  publish  relatively  little  in  comparison  to  u.ese  faculty. 

Faculty  in  research  universities,  both  public  and  private,  were  also  more  likely 
than  average  to  have  been  a  principal  investigator  on  a  funded  research  project.  Faculty  in 
comprehensive,  Uberal  arts,  and  two-year  institutions  were  less  likely  than  average  to  have  been  a 
principal  investigator  on  a  funded  research  project. 

Large  disciplinary  differences  also  exist  in  the  number  of  items  published  during  a 
careen  Whereas  faculty  in  the  health  sciences  produced,  on  average,  27  refereed  articles,  faculty 
in  the  fine  arts  produced  only  four  such  articles.  However,  fine  arts  faculty  gave  over  128 
presentations,  a  number  far  exceeding  that  of  any  other  discipline  (Table  10).  These  differences 
point  to  the  need  to  consider  a  variety  of  outcomes  when  attempting  to  measure  faculty 
productivity* 

As  one  would  expect,  full  professors  and  tenured  faculty  had  more  publications  and  more 
externally-funded  research  over  their  careers  than  their  less  senior  counterparts  (Tables  11 
through  14).  Data,  however,  do  not  indicate  any  decline  in  productivity  over  time.  During  the 
past  two  years,  full  professors  averaged  a  larger  number  of  referred  articles  than  did  faculty  at 
any  other  rank.  Full  and  associate  professors  also  gave  the  largest  number  of  presentations 
(Table  15). 

Tnstnictinn^relatcd  Effort 

Instruction-related  "effort"  was  examined  by  analyzing  student  contact  hours,  which  were 
based  on  the  number  of  hours  spent  teaching  classes  multiplied  by  the  number  of  students  in 
class,  and  the  number  of  contact  hours  spent  on  indi\idualized  instruction.  Faculty  in  public 
tv^'O-year  colleges  had  much  higher  than  average  student  contact  hours  per  '^'c^k.  than  did  faculty 
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in  any  other  institutional  type.  Interestingly,  faculty  in  private  doctoral-granting  institutions, 
private  research  universities,  and  liberal  arts  colleges  had  the  lowest  student  contact  hours 
(Table  16).  Despite  the  notable  differences  in  the  general  missions  of  these  types  of  schools,  and 
despite  the  differences  in  the  percent  of  time  faculty  spent  teaching  in  these  institutions,  the 
common  denominator  is  probably  small  classes.  Faculty  in  liberal  arts  colleges  may  spend  a 
much  larger  percentage  of  their  time  teaching,  but  by  reputation,  liberal  arts  colleges  pride 
themselves  in  smaller  classes. 

In  four-year  institutions,  faculty  in  both  the  natural  and  social  sciences  and  in  business, 
averaged  over  300  student  contact  hours  per  week.  Faculty  in  agriculture/home  economics  and  in 
education  had  the  fewest  average  student  contact  hours  per  week  (Table  17). 

Interestingly,  tenured  faculty  had  more  student  contact  hours  per  week  ttan  their 
non-tenured  counterparts.  Similarly,  full  and  associate  professors  had  an  average  number  of 
student  contact  hours  per  week,  not  less  than  average  totals.  In  contrast,  untenured  tenure-track 
faculty  and  assistant  professors  had  fewer  contact  hours  per  week  than  the  average,  which 
probably  reflected  their  focus  on  the  research  and  scholarship  necessary  to  obtain  tenure 
(Tables  8  and  19). 
Summary 

The  NCES  faculty  survey  supports  Bowen  and  Schuste:  s  (1986)  claim  that  the  academic 
profession  is  a  hard-working  one,  averaging  considerably  more  hours  per  week  than  the  40-hour 
standard.  The  results  also  suggest  that  contrary  to  Sykes'  claims  and  those  of  other  critics  of 
academe  neither  faculty  workload  nor  productivity  decUne  with  achievement  of  senior  status, 
whether  defined  as  full  professorship  or  tenure. 


TABLE  10 

Mean  Number  of  Items  Published  During  Career, 
by  Program  Area:  FaU  1987 


Refereed 

Book 

Other 

Proeram  area 

articles 

Books 

reviews 

renorts 

Presentations 

All  four-year  institutions 

16 

3 

4 

9 

32 

Agriculture/home  economics  20 

3 

1 

15 

39 

Business 

6 

2 

1 

10 

12 

Education 

9 

3 

2 

12 

33 

Engineering 

14 

2 

3 

19 

17 

Hne  arts 

4 

1 

3 

4 

128 

Health  sciences 

27 

4 

2 

7 

38 

Humanities 

9 

3 

8 

5 

18 

Natural  sciences 

25 

2 

3 

11 

20 

Social  sciences 

13 

4 

5 

9 

22 

Other 

8 

3 

6 

9 

23 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


TABLE  11 

Mean  Number  of  Items  Published  Durmg  the  Career, 
by  Academic  Rank:  Fall  1987 


Academic  Rank 
All  institutions 
Professor 

Associate  professor 
Assistant  professor 
Instructor 
Lecturer 
Other 


Refereed 
articles 

12 

26 
11 

4 

1 

2 

0 


5 
2 
1 
0 
1 
0 


Source:  Fairweather,  Hendrickson,  &  RusseU,  1990a 


Book 

Other 

Presentations 

reviews 

reports 

3 

8 

31 

7 

13 

41 

3 

8 

31 

1 

5 

17 

0 

3 

13 

1 

5 

27 

0 

4 

9 

TABLE  12 

Mean  Nmnber  of  Items  Published  Dimng  Career, 
by  Tenure  Status:  Fall  1987 


Tp.nure  Status 
All  institutions 

No  tenure  system 
at  institution 

No  tenure  system 
for  faculty  status 

On  tenure  track 
but  not  tenured 

Tenured 


Refereed 
articles 

12 


3 

5 

7 
17 


Book  Other 
Books    reviews     reports  Presentations 


1 

1 

1 
3 


1 

1 

1 
5 


8 

4 
6 

5 

10 


31 

50 

18 

19 
34 


Source:  Fairweather.  Hendrickson.  «S:  Russell.  1990a 
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TABLE  13 

Funded  Research  Activities,  by  Academic  Rank:  Fall  1987 


Percentage 

principal 

Mean  total 

Academic  Rank 

investigator 

research  $ 

All  institutions 

22 

25,066 

Professor 

30 

43,614 

A&oociate  professor 

26 

29,935 

Assistant  professor 

21 

13,929 

Instructor 

4 

1,593 

Lecturer 

12 

6.835 

Other 

8 

5,262 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


TABLE  14 

Funded  Research  Activities,  by  Tenure  Status:  Fall  1987 


Academic  Rank 
All  institutions 

No  tenure  system 
at  institution 

No  tenure  system 
for  faculty  status 

On  tenure  track 
but  not  tenured 

Tenured 


Percentage 

principal 

investigator 

22 


8 

13 

25 
25 


Mean  total 
research  $ 

25,066 


5.330 

18,248 

20.243 
30.889 


Source:  Fairweather.  Hendrickson.  S:  Russell.  1990a 
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TABLE  15 

Mean  Number  of  Items  Published  Dimng  Last 
Two  Yeare,  by  Academic  Rank:  Fall  1987 

Refereed  Book  Other 

Academic  Rank  articles      Boote    reviews     leeorts  Presentations 


All  institutions 


2           111  4 

Professor                         ^1            }            I  5 

Associate  professor             2           11^  ^ 

Assistant  r>rofessor  2  0  0  1 


Assistant  professor  2  u  "  J 

Instructor  0  0  0  1  3 

Lecmrer 
Other 


1  0  0  1  3 

0  0  0  0  4 


Source:  Faiiweather,  Hendrickson,  &  Russell,  1990a 


TABLE  16 

Student  Contact  Hours  Per  Week,  by  Type  and 
Control  of  Institution:  Fall  1987 


Type  and  control 
of  institution 

All  institutions 

Public  research 
Private  research 
Public  dortoral-granting 
Private  doctoral-granting 
Public  comprehensive 
Private  comprehensive 
Liberal  arts 
Public  two-year 
Other 


Mean  Student  Contact  Hours 

302 

259 
229 
285 
201 
319 
276 
237 
427 
329 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990a 


TABLE  17 


Student  Contact  Hours  Per  Week,  by  Program  Area: 

Fall  1987 


Type  and  control 
of  institution 

All  four-year  institutions 

Agriculture/horae  economics 

Business 

Education 

Engineering 

Fme  arts 

Health  sciences 

Humanities 

Natural  sciences 

Social  sciences 

Other 


Mean  Student  Contact  Hours 

270 

211 
310 
231 
259 
267 
251 
242 
325 
305 
252 


Source:  Fairweather.  Hendrickson.  &.  Russell.  1990a 
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TABLE  18 

Student  Contact  Hours  Per  Week,  by  Academic  Rank:  FaU  1987 


Academic  Rank  Mphti  Student  Contact  Hout^ 

All  institutions  ^02 

Professor  ^80 

Associate  professor  312 

Assistant  professor  2^ 

Instructor  377 
Lecturer 

Other  1^ 
Source:  Fairwcather,  Hendrickson,  &  Russell,  1990a 


TABLE  19 

Student  Contact  Hours  Per  Week,  by  Tenure  Status:  FaU  1987 

Tenure  Status  Mean  Student  Contact  Hours 

All  institutions  302 


372 


No  tenure  system 

at  institution 
No  tenure  system 

for  faculty  status  -77 
On  tenure  track  ^ 

but  not  tenured 


Tenured 


15 


Source:  Fair-weather,  Hendrickson.  &  RusselL  1990a 
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Flcxibgitv  in  5;tafnn<r:  Part-time  Faculty 

The  projected  number  of  faculty  who  will  retire  within  the  decade  indicates  that  academic 
administrators  must  examine  a  wide  variety  of  alternatives  for  meeting  personnel  needs.  An 
increasingly  common  approach  is  to  rely  on  pan-time  facultj'  to  fill  both  short-  and  long-term 
vacancies.  Since  1960  there  has  been  a  three-fold  increase  in  part-time  higher  education  faculty 
(Gappa,  1984).  Moreover,  the  number  of  pan-time  faculty  is  likely  to  increase  for  several 
reasons:  the  increase  in  instruction-related  costs  relative  to  revenue,  the  effon  by  academic 
administrators  to  achieve  flexibility  in  staffing,  the  number  of  persons  with  advanced  degrees  who 
have  been  unable  to  obtain  full-time  teaching  positions,  the  shonage  of  potential  full-time  faculty 
in  many  science  and  engineering  Gelds,  the  growth  of  community  and  junior  colleges,  and  the 
expansion  of  lifelong  learning  programs  (Bowen  &  Schuster,  1986;  Fairweather,  1989;  Leslie, 
Kellams,  &  Gunne,  1982). 

One  question  of  relevance  in  an  era  of  increasing  faculty  shonages  is  whether  part-time 
faculty  are  best  characterized  as  aspiring  academics  who  are  frustrated  by  the  lack  of  available 
full-time  positions,  as  individuals  who  simply  want  some  extra  income  while  maintaining  contact 
with  their  intellectual  interests,  or  as  "gypsy  moths'*  flitting  back  and  fonh  between  various 
institutions.  Another  important  consideration  for  institutions  is  the  academic  preparation  of 
part-time  faculty  and  the  consequences  for  academic  program  quality. 

The  1988  NCES  survey  provides  recent  data  on  the  status  of  part-time  faculty  in 
American  higher  education  (Fairweather,  Hendrickson,  &  Russell,  1990b),  Results  of  interest  in 
this  report  focus  on  the  highest  degree  obtained,  number  and  location  of  part-time  faculty, 
workload,  activities,  satisfaction,  and  length  of  time  at  institution. 
Kghest  Degree  Obtained 

In  1988,  approximately  70  percent  of  all  pan-time  faculty  had  obtained  a  graduate  degree, 
the  majorit}'  of  which  were  at  the  masters  level  (Table  20).  Research  universities  and  doctoral- 


31 

ERLC 


TABLE  20 


Highest  Degree  Awarded  for  Part-time  Regular  Faculty, 
by  Tyi»  and  Control  of  Institution:  FaU  1987 

Highest  Degree  Obtained 


Type  and  control  Doctorate 

AU  institutions  29%  (67%) 

Public  research  56  (90) 

Private  research  72  (93) 

Public  doctoral-granting  46  (82) 

Private  doctoral-granting  51  (89) 

Public  comprehensive  36  (69) 

Private  comprehensive  27  (72) 

Liberal  arts  26  (62) 
Public  two-year  12  (19) 

Other  49  (68) 


Masters 

42% 

30 
20 
39 
17 
49 
58 
50 
46 
26 


Bachelors/Other 
30% 

13 
8 
15 
32 
16 
15 
24 
42 
25 


(  )  =  Percentage  of  full-time  faculty  holding  the  doctorate 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 
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granting  institutions  were  more  likely  than  average  to  have  part-time  faculty  with  the  doctorate. 
Public  two-year  institutions  had  a  higher  than  average  proponion  of  part-time  faculty  with 
bachelors  or  other  degrees  and  a  small  proponion  (12  percent)  with  the  doctorate. 
Number  and  Location  of  Part-time  Faculty 

An  estimated  180,000  pan-time  regular  faculty  accompanied  by  another  131,000  part-time 
temporary  faculty  (i.c.,  visiting,  acting,  or  adjunct)  were  employed  in  postsecondary  institutions  in 
Fall  1987.  This  represented  22  percent  and  16  percent,  respeaiveiy,  of  all  faculty  employed 
during  that  period  (Russell,  Cox,  &  Williamson,  1990).  Additional  NCES  dau  revealed  that: 

•  Public  two-year  institutions  were  more  likely  than  average  to  employ  part-time 
regular  faculty  (34  percent  versus  an  average  of  22  percent);  and 

•  Research  universities  were  more  likely  than  other  four-year  institutions  to  employ 
part-time  regular  faculty,  91  percent  of  these  institutions  employed  some  part-time 
regular  faculty  (versus  an  average  of  70  percent). 

The  distribution  of  part-time  faculty  in  four-year  institutions  varied  by  program  area.  Among  the 

program  areas  e^mined,  fine  arts  had  the  highest  percentage  of  part-time  faculty  (26  percent) 

and  social  sciences  the  lowest  (12  percent)  (Table  21). 

Workload 

One-half  of  all  part-time  faculty  (51  percent)  had  other  full-time  employment  in  Fall  1987 
(Table  22).  Part-time  faculty  in  liberal  arts  institutions  were  less  likely  than  average  (30  versus 
51  percent)  to  have  additional  full-time  employment;  faculty  in  other  institutions  (e.g.,  medical 
schools,  religious  institutions)  were  the  most  likely  to  have  a  full-time  job  elsewhere  (83  percent). 

Part-time  faculty  worked  an  average  of  14  hours  per  week  at  the  academic  institution 
surveyed,  27  hours  per  week  on  other  paid  activities,  and  2  hours  per  week  providing  unpaid 
professional  services  (Table  23).  Part-time  faculty  in  public  research  universities  spent  a  higher 
than  average  time  at  the  surveyed  institution  (24  versus  14  hours)  but  less  than  average  time  on 
other  paid  actiWties  (IS  versus  27  hours). 
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TABLE  21 


1987 


Pfopram  Area 


Percentage 


All  four-year  institutions 


18 


Agriculture  and  home  economics 


* 


Business 
Education 
Engineering 
Fme  arts 
Health  sciences 
Humanities 
Natural  sciences 
Social  sciences 
Other  fields 


•  =  Too  few  cases  for  reliable  estimate. 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 
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TABLE  22 


Percentage  of  Part-time  Regular  Faculty  With  Other  Full-time 
Boaployment,  by  Type  and  Control  of  Institution:  Fall  1987 


Tvpe  and  Control 

Percentage 

All  institutions 

51 

Public  research 

35 

Private  research 

59 

Public  doctoral-granting 

40 

Private  doctoral-granting 

67 

Public  comprehensive 

45 

Private  comprehensive 

45 

Liberal  arts 

30 

Public  two-year 

53 

Other 

83 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 


TABLE  23 

Mean  Number  of  Hours  Worked  by  Part-time  Regular 
Faculty,  by  Type  and  Control  of  Institution:  Fall  1987 

At  this         Other  Paid    Unpaid  professional 


Tvpe  and  control 

institution 

activities 

activities 

All  institutions 

14 

27 

2 

Public  research 

24 

18 

3 

Private  research 

15 

34 

2 

Public  doctoral-granting 

21 

19 

2 

Private  doctoral-granting 

15 

35 

3 

Public  comprehensive 

17 

23 

4 

Private  comprehensive 

11 

24 

1 

Liberal  arts 

15 

21 

2 

Public  two-year 

12 

28 

2 

Other 

11 

38 

2 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 
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The  proportion  of  total  workload  represented  by  part-time  employment  at  a  given 
institution  has  a  U-shaped  distribution  (Table  24):  part-time  faculty  were  either  likely  to  work 
less  than  40  percent  of  their  total  workload  teaching  at  a  specific  institution  (61  percent)  or  were 
likely  to  spend  more  than  80  percent  of  their  work  week  teaching  part-time  at  a  specific 
institution  (23  percent).  It  was  most  common  for  part-time  faculty  to  work  less  than  20  percent 
of  their  total  workload  teaching  part-time  at  a  specific  institution. 

This  pattern  varied  somewhat  by  type  of  institution.  Part-time  faculty  in  public 
doctoral-granting  and  research  universities  were  less  likely  than  average  to  spend  20  percent  or 
less  of  their  work  week  at  the  institution.  Part-time  faculty  in  private  research  universities  were 
more  likely  than  average  to  spend  20  to  40  percent  of  the  work  week  teaching  at  the  institution. 
A  disproponionately  high  percentage  (21  percent)  of  part-time  faculty  in  private  comprehensives 
spent  61  to  80  percent  of  their  work  week  teaching  at  the  institution. 

Activities 

The  percentage  of  time  allocated  to  teaching  by  part-time  faculty  was  only  slightly  higher 
than  the  percentage  allocated  by  full-time  faculty.  Whereas  full-time  faculty  reported  spending, 
on  average,  56  percent  of  their  time  teaching,  part-time  faculty  reported  59  percent  (Table  25). 
Part-time  faculty  allotted  very  little  of  their  time  to  research  and  teaching  (4  percent  to  each  of 
these  activities),  but  slightly  over  a  fifth  of  their  time  in  consulting.  Full-time  faculty,  on  the 
other  hand,  only  averaged  7  percent  of  their  time  in  consulting  activities. 

Contrary  to  conventional  wisdom,  part-time  faculty  were  not  divorced  from  the 
publication  and  professional  contribution  process.  During  their  careers,  over  60  percent  of 
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TABLE  24 

Percentage  of  Total  Work  Week  Represented  by  Work  at  This 
Institution  for  Part-time  Regular  Faculty,  by  Type 
and  Control  of  Institution:  Fall  1987 


Percentage  of  Total  Work  Week 


0  to  20 

21  to  40 

41  to  60 

61  to  80 

80  + 

43 

18 

8 

7 

23 

14 

21 

17 

12 

37 

30 

44 

6 

2 

18 

18 

26 

7 

11 

38 

58 

6 

15 

15 

6 

32 

20 

9 

5 

34 

41 

12 

11 

21 

16 

34 

9 

14 

7 

36 

53 

15 

6 

5 

20 

50 

36 

3 

4 

7 

Type  and  control 

All  institutions 

Public  research 
Private  research 
Public  doctorai-granting 
Private  doctoral-granting 
Public  comprehensive 
Private  comprehensive 
Liberal  arts 
Public  two-year 
Other 


Source:  Fairwcathcr,  Hendrickson,  4S:  Russell  1990b 


TABLE  25 

Percentage  Allocation  of  Work,  by  Type  of  Appointment, 
Type  of  Work,  and  Type  and  Control  of  Institution: 
*^  Fall  1987 


Teaching    Research    Admin.    Service  Consult. 


Type  of 
Appointment 

All  regular  faculty 

Full-time  regular 
Part-time  regular 


Source:  Fairweather.  Hendrickson,  &•  Russell.  1990b 


57 

13 

11 

4 

11 

56 

16 

13 

4 

7 

59 

4 

4 

4 

Prof. 
Devel. 

5 

5 
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pan-lime  faculty  had  contributed  at  least  one  anicle  or  presentation;  almost  one-fourth  (23 
percent)  had  contributed  more  than  21  pieces  during  their  careers. 
Job  Satisfaction 

The  NCES  data  do  not  suppon  the  popular  assumption  that  part-time  faculty  are 
primarily  frustrated  full-lime  faculty,  aspiring  to  academic  careers  and  being  dissatisfied  when 
full-time  opportunities  are  not  available.  In  Fall  1987,  less  than  one-fifth  of  all  part-time  facult\' 
(15  percent)  aspired  to  obtain  a  full-time  faculty  position  (Table  26).  Despite  their  higher  levels 
of  prestige,  research  universities  and  public  doctoral  institutions  were  not  any  more  likely  than 
private  comprehensives,  liberal  arts  colleges,  and  public  two-year  colleges  to  have  pan-time 
faculty  who  desired  full-time  status.  Public  comprehensives,  however,  had  significantly  higher 
percentages  of  aspiring  full-time  faculty  members;  private  doctoral  institutions  had  below  average 
proportions  of  aspiring  full-time  facultj'. 

Further^  part-time  faculty  were  more  likely  than  full-time  faculty  to  express  high  levels  of 
satisfaction  with  their  jobs  (Table  27).  Part-time  faculty  who  were  aspiring  academics  were 
somewhat  more  likely  than  full-time  faculty  to  express  a  high  level  of  dissatisfaction  with  their 
jobs  (7  percent  versus  3  percent),  although  the  proportion  expressing  high  levels  of  satisfaction 
did  not  vary  by  part-  and  full-time  status. 

Length  of  Time  at  Institution 

While  some  view  part-time  faculty  as  constantly  changing  allegiance  and  source  of 
employment,  NCES  data  reveal  that  more  than  one-half  of  the  respondents  (52  percent)  had 
been  employed  at  the  same  institution  for  four  years  or  longer  (Table  28).  One-quarter  had 
been  employed  at  the  same  institution  for  more  than  ten  years.  This  did  no^  varv'  by  institutional 
t\T)e  with  one  exception:  public  doctoral  institutions  had  a  less  than  avsraee  percentage  of 
^2ri-iiine  lacuitv  hirwCi  ai  ihe  insiiiuiior.  in  cucstion  for  racre  ihan  :V  vcarc. 
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TABLE  26 

Percentage  of  Part-time  Regular  Faculty  Who  Aspire  to 
Full-time  Academic  Positions  by  Type  and  Control  of  Institution: 

Fall  1987 


Type  and  Control  Percentage 

All  institutions  15 

Public  research  17 

Private  research  18 

Public  doctoral-granting  15 

Private  doctoral-granting  2 

Public  comprehensive  26 

Private  comprehensive  16 

Liberal  arts  13 

Public  two-year  15 

Other  4 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 


TABLE  27 

Percentage  Distribution  of  Satisfaction  With  Job,  by  Type  of 
Appointment  and  Type  and  Control  of  Institution:  Fall  1987 


Type  of 
Appointment 

All  regular  faculty 
Full-time  regular 
Part-time  regular 
All 

Aspiring  academics  only 


Very 

Somewhat 

Somewhat 

Verv 

Dissatisfied 

Dissatisfied 

Satisfied 

Satisfied 

3 

11 

49 

37 

3 

12 

50 

35 

2 

9 

48 

41 

7 

14 

48 

32 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 

I 
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40 
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TABLE  28 

Percentage  of  Part-time  Regular  Facul^,  by  Years  at  This 
Institution  and  by  Type  and  Control  of  Institution: 

FaU  1987 


Years  at  Institution 


TvDe  and  control 

Under  4 

4  to  6 

7  to  9 

10  to  19 

Over  19 

All  institutions 

48 

15 

11 

18 

8 

Public  research 

36 

15 

6 

23 

19 

Private  research 

48 

6 

8 

17 

21 

Public  doctoral-granting 

46 

19 

14 

20 

2 

Private  doctoral-granting 

28 

18 

13 

36 

5 

Public  comprehensive 

49 

15 

12 

17 

7 

Private  comprehensive 

48 

15 

8 

12 

17 

liberal  arts 

51 

12 

10 

21 

7 

Public  two-year 

51 

16 

11 

16 

5 

Other 

50 

17 

8 

18 

6 

Source:  Fairweather,  Hendrickson,  &  Russell,  1990b 


41 


Snmipary 

Part-time  faculty  focus  primarily  on  teaching,  although  a  substantial  proportion  also 
contribute  to  their  professional  fields  by  publishing  and  presenting  papers  at 
professionalmeetings.  There  is  little  indication  that  the  purported  "gypsy  moth"  phenomenon 
exists;  a  large  proportion  of  part-time  faculty  have  worked  for  the  same  institution  for  many 
years.  Fmally,  part-time  faculty  seem  relatively  pleased  with  their  positions;  the  concept  of 
part-time  faculty  as  frustrated  teachers  aspiring  to  fuU-time  positions  received  little  support. 
Faculty  Altitudes  and  Satisfaction 

Changes  in  faculty  attitudes  toward  the  academic  profession  and  their  work  are  indicators 
of  the  general  health  of  the  profession.  The  Carnegie  Foundation  for  the  Advancement  of 
Teaching  recently  surveyed  approximately  5,000  faculty  in  higher  education  institutions  across  the 
country.  Similar  surveys  were  administered  in  1%9,  1975,  and  1984.  Thus,  these  data  provide  a 
useful  source  for  determining  not  only  how  faculty  arc  faring  currently,  but  also  how  faculty 
conditions  and  attitudes  have  changed  over  time. 

In  general,  feelings  toward  the  academic  profession  appear  to  have  improved  considerably 
between  1984  and  1989.  Whereas  50  percent  of  all  faculty  in  1984  indicated  that  it  "is  a  poor 
time  for  any  young  person  to  begin  an  academic  career,"  this  percentage  dropped  dramatically  in 
1989,  to  20  percent.  The  percentage  of  faculty  who  reported  that  "if  deciding  again,  I  would  not 
become  a  coUege  teacher,"  declined  slightly  between  1984  and  1989,  from  21  percent  to  15 
percent. 

However,  the  percentage  of  faculty  reporting  that  their  jobs  were  the  "source  of 
considerable  personal  strain"  has  been  inching  up  since  1975.  In  1%9.  43  percent  of  all 
respondents  indicated  that  this  was  the  case,  but  by  1975.  the  percentage  had  dropped  to  36 
percent.  In  1984  and  in  1989.  40  and  44  percent,  respectively  reported  that  their  jobs  were  ii 


soixrce  of  strain.  SimDarly,  almost  half  of  all  faculty  consider  the  job  requirements  to  adversely 
affect  their  personal  lives  (43  percent  in  1969  and  44  percent  in  1989). 

Work  activity  data  also  provide  some  interesting  trends.  The  percentage  of  full-time 
faculty  reporting  that  their  interests  were  primarily  in  teaching  has  remained  fairly  consistent  in 
the  past  two  decades,  declining  only  slightly  from  76  percent  to  71  percent.  This  contradicts  the 
view  that  most  faculty  are  primarily  motivated  by  research.  What  has  changed  is  the  importance 
of  promotion  and  tenure  criteria.  Fewer  faculty  believe  that  teaching  effectiveness  should  be  the 
most  important  factor  in  promotion  (78  percent  in  1969  vs.  62  percent  in  1989)  whereas  more 
believe  that  publication  is  crucial  (41  percent  in  1969  vs.  54  percent  in  1989).  This  view  is  also 
reflected  in  the  faa  that  ahnost  half  of  all  faculty  believe  that  scholarship  suffers  because  of  the 
lack  of  time  for  in-depth  study  (50  percent  in  1969  and  43  percent  in  1989). 

The  1988  NCES  survey  provides  additional  information  about  faculty  job  satisfaction 
(Russell,  Cox,  Williamson,  Boismicr,  Javitz,  &  Fairwcathcr,  1990).  Across  institutions  and 
disciplines,  at  least  84  percent  of  full-time  faculty  were  satisfied  with  control  over  the  content  and 
methods  of  courses,  the  freedom  to  do  outside  consulting,  authority  to  make  decisions  about 
courses  taught,  the  quality  of  colleagues,  the  job  overall,  and  job  security.  Between  70  and  79 
percent  were  satisfied  with  the  quality  of  graduate  students,  the  time  available  for  working  with 
students,  institutional  reputation,  authority  over  noninstructional  matters,  overall  benefits, 
institutional  mission  or  philosophy,  workload,  spouse  employment  opportunities,  mix  of  work 
activities,  and  spirit  of  cooperation  among  faculty.  Less  than  70  percent  were  satisfied  with 
departmental  leadership,  opponunity  for  advancement,  quality  of  undergraduate  students, 
interdepanmental  cooperation,  quality  of  union  leadership,  teaching  assistance,  and  support 
services.  The  lowest  rated  aspects  of  the  facultj'  job  (rated  as  saiisfacton-  by  less  than  50  percent 


of  faculty)  were  salary,  quaUty  of  central  administration,  faculty-administration  relationships,  and 

the  quality  of  support  for  research. 

Full-time  faculty  at  public  comprehensive  institutions  were  the  least  likely  to  be  satisfied 
with  their  positions.  These  faculty  were  especially  unhappy  with  support  for  teaching  and 
research.  Faculty  from  other  types  of  institutions  did  not  differ  significantly  from  the  overall 
average  in  their  ratings  of  job  satisfaction;  faculty  in  public  two-year  institutions  had  the  highest 
levels  of  satisfaction. 
faculty  MobilitY 

Academe  has  experienced  a  tight  job  market  throughout  the  1970s  and  the  early  1980s. 
This  has  limited  both  the  transfer  of  professor  from  one  institution  to  another  and  deterred 
prospective  young  scholars  from  entering  the  academy.  It  also  has  resulted  in  stricter  tenure 
poUcies,  which  may  in  turn  contribute  to  deterring  potential  faculty  members  from  applj-ing  for 
academic  positions  (Bowen  &  Schuster,  1986).  In  some  disciplines,  however,  the  job  market  is 
characterized  by  shortages,  not  surpluses.  In  computer  and  electrical  engineering,  for  example, 
shortages  of  Ph.Djf  and  high  salaries  offered  by  industiy  have  resulted  in  a  shortfall  of  current 
and  potential  faculty  (Fairweather,  1989).  In  either  case,  the  impact  of  mobUity  (either  too  much 
or  too  little)  potentiaUy  has  profound  consequences  for  the  health  of  the  academic  enterprise. 

Faculty  mobility  consists  of  two  components:  internal  (moving  within  or  between 
academic  institutions)  and  external  (moving  from  academe  to  industry  or  government,  or  vice 
versa).  Regarding  internal  mobility,  during  the  expansion  period  in  the  1960s  approximately  eight 
percent  of  doctoral  faculty  changed  institutions  annually.  By  1979,  this  percentage  had  dropped 
to  1.7  percent.  Concurrent  with  the  decline  in  internal  mobility  has  been  the  adoption  of  more 
rigorous  criteria  for  tenure  and  promotion  and  an  increase  i*n  the  standards  expected  of  new 
applicants  for  faculty  positions.  In  contrast,  declining  mobiiiu-  can  adversely  affect  faculty  morale. 


412 


which  may  result  in  a  decline  in  productivity.  Declining  mobility  may  also  be  related  to  a 
decrease  in  the  number  of  applicants  for  faculty  positions. 

Quite  a  different  scenario  arises  when  examining  mobility  between  academe  and  the 
private  sector.  In  the  steady  state  period  of  academic  growth  (1970s  and  early  1980s),  the  market 
for  doctorates  expanded  in  industry  and  government  at  a  much  faster  rate  than  in  academe 
(Fairweather,  1989).  Salaries  in  the  private  sector  also  outpaced  those  in  academe  in  many  high 
demand  Gelds.  As  a  consequence,  until  very  recently  fields  such  as  engineering  and  some  applied 
sciences  have  evidenced  a  loss  of  faculty  to  industry  (Fairweather,  1989).  Other  fields 
experiencing  a  larger  growth  outside  of  academe  include  medicine,  law,  economics,  psychology, 
journalism,  accounting,  and  art  (Bowen  &  Schuster,  1986). 

The  combination  of  limited  internal  mobility  and  lower-than-market  salaries  has  adversely 
affected  faculty  morale  and,  perhaps,  performance.  Bowen  and  Schuster  (1986)  depict  an 
academic  environment  characterized  by  salaries  that  have  not  kept  pace  with  inflation,  excessively 
rigorous  and  rigid  tenure  and  promotion  requirements,  and  declining  support  for  scholarly 
activities  and  professional  development  This  atmosphere  may  discourage  younger  applicants, 
especially  underrepresented  groups  such  as  minorities  and  women  who  may  choose  to  pursue 
careers  in  more  amenable  environments.  It  may  also  discourage  young,  untenured  faculty,  who 
may  consider  leaving  academe  because  of  the  limited  opportunities  for  advancement  (Palmer  & 
Patton,  1981).  This  situation  is  in  direct  contrast  to  an  earlier  era  of  great  mobility  where 
experienced  assistant  professors  were  more  likely  to  remain  in  academe  because  of  the 
opportunity  for  changing  institutions  (Aurand  &.  Blackburn,  1973;  Brown,  1967;  Caplow  & 
McGee,  1958;  Qark  &  Larson,  1972;  Fmcher,  1969;  Marshall,  1964). 

Recent  reports  predict  that  the  oversupply  of  Ph.D.s  in  many  fields  has  ended  and  that 
e\'en  fields  such  as  the  humanities       be  faced  with  faculty-  shortages  (Lozicr  i:  Dooris,  19SS). 


This  proje«ion  suggests  that  major  changes  in  hiring  and  in  promotion  policies  may  be  required, 
and  that  greater  attention  must  be  paid  to  the  impact  of  mobility  on  retention. 

Fmkelstein  (1984)  found  that  faculty  mobility  is  related  to  two  factors:  (a)  the  structure 
of  the  academic  career,  including  the  tenure  and  promotion  policies  in  a  limited  job  market,  and 
(b)  faculty  values  and  interests  over  the  course  of  the  career.  Baldwin  and  Blackburn  (1981) 
found  three  career  stages  during  which  a  faculty  member  might  consider  changing  jobs:  (a) 
immediately  prior  to  the  tenure  decision,  (b)  just  prior  to  coming  up  for  promotion  to  full 
professor,  and  (c)  immediately  after  promotion  to  fuU  professor.  In  the  current  environment, 
these  stages  may  hold  true  for  mobility  within  the  academic  sector.  Whether  or  not  they  apply 
to  mobility  between  academe  and  private  industry  is  unknown. 

In  a  1976  survey,  Ladd  and  Lipsett  confirmed  that  faculty  values  and  interests  were 
related  to  decisions  about  whether  or  not  to  change  jobs.  Faculty  who  changed  positions  in 
academe  cited  the  importance  of  different  duties,  greater  prestige  of  the  new  job  and  institution, 
competency  of  colleagues,  and  the  opportunity  for  research  and  development.  McGee  (1981) 
found  that  faculty  who  remained  in  their  current  positions  despite  attractive  job  offers  cited  the 
importance  of  strong  congruence  with  institutional  philosophy  and,  to  a  lesser  degree,  geography 
and  climate. 

The  1988  NCES  survey  of  faculty  indicated  that  one-third  of  all  faculty  who  left  an 
institution  during  the  1987-88  academic  year  did  so  to  assume  another  position  (compared  with 
55  percent  who  retired)  (Table  29).  A  separate  report  based  on  the  NCES  data  shows  a  more 
complete  picture  of  mobility  (Fairweather,  Hendrickson,  &  RusseU,  1990c).  According  to 
Fairweather  and  colleagues,  5.2  percent  of  full-time  regular  facult>-  left  their  institutions  between 
19S6  and  1987  for  reasons  other  than  retirement.  This  percentage  ranged  from  a  low  of  3.0 
percent  in  public  two-year  institutions  to  a  high  of  5.7  percent  in  private  four-year  institutions. 
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TABLE  29 

Percentage  Distribution  of  Departing  Tenured  Faculty, 
by  Reason  for  Departure 

Assumed 

Type  of  Institution    Retired     Another  Position  Other 


All  institutions  55  33  12 

4-year  public  57  32  11 

4-year  private  52  35  13 

2-year  public  58  25  16 

Other  36  52  12 


4-year,  by  type 
Research  54  35  12 

Doctoral  59  32  10 

Comprehensive/ 

hljeral  arts  57  31  12 


Source:  Russell,  Cox,  &  Willianison,  1990 


When  asked  about  the  likelihood  of  pursuing  a  different  full-time  job  within  three  years,  14 
percent  of  full-time  faculty  indicated  a  high  likelihood  of  doing  so.  Low  job  satisfaction  was 
positively  related  to  the  likelihood  of  pursuing  a  different  job. 

Of  the  14  percent  indicating  a  high  likelihood  of  changing  jobs  within  three  years,  46 
percent  would  definitely  stay  within  academe,  20  percent  would  leave  the  postsecondary  sector, 
and  34  percent  indicated  no  clear  choice  of  employment  sectors.  Thus,  at  a  minimum  three 
percent  of  full-time  faculty  expected  to  leave  postsecondary  education  within  three  years  to 
pursue  a  position  in  industry  or  government.  This  likelihood  did  not  vary  by  type  of  institution 

or  discipline. 

5;iiiTnTnaTy 

Faculty  mobility  increasingly  will  play  a  role  in  academic  personnel  decisions.  As  the 
academic  job  market  opens  up,  academic  administrators  will  be  confronted  simultaneously  with 
retaining  existing  faculty  while  pursuing  a  substantial  number  of  replacements  in  most  disciplines. 

Faculty  Shortages 

Recent  studies  by  Lozier  and  Dooris  (1987),  Connellan  (1987),  and  Bowen  and  Sosa 
(1989)  project  a  significant  increase  in  faculty  retirement  rates  toward  the  end  of  the  century. 
The  retirement  projections,  which  range  as  high  as  one-third  of  the  professoriate,  indicate  that 
Federal,  state,  and  institutional  policymakers  face  a  personnel  shortage,  the  scope  of  which 
exceeds  previous  experience.  Several  disciplines  show  particularly  high  potential  shortages: 
humanities,  mathematics,  natural  sciences,  and  engineering. 

Adding  uncertainty  is  the  pending  termination  of  mandatory  retirement  for  tenured 
faculty  members  (Public  Law  99-592,  1986).  Kastenbaum  and  Schulte  (19SS)  report  that  although 
approximately  85  percent  of  college  and  university  presidents  expect  the  elimination  oi  age-based 
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mandatory  retirement  to  affect  their  institutions,  few  have  implemented  policies  to  address  the 
potential  crisis. 

Studies  of  the  impact  of  changes  in  mandatory  retirement  legislation  on  the  general 
workforce  suggest  that  Federal  policy  is  only  one  factor  affecting  individual  retirement  decisions 
(Burkhauscr  Sl  Quinn,  1983;  Quinn  Sl  Burkhauscr,  1983;  LaRock,  1987).  Also  important  are  the 
perceived  adequacy  of  retirement  income,  health,  and  family  considerations.  Institutional  type, 
including  source  of  control  (public/private),  also  may  affect  the  likelihood  of  retirement 
(Consortium  on  Financing  Higher  Education,  1987).  The  availability  of  early  retirement 
programs,  currently  offered  by  about  one-half  of  colleges  and  universities,  also  can  affect  faculty 
retirement  behavior  (Chronister  &  Kepple,  1986)o  Public  universities  offer  these  incentives  more 
often  than  do  private  institutions  (Chronister  Sl  Trainer,  198S;  Kepple,  1984;  Mortimer,  Bagshaw, 
&  Masland,  1985). 

As  discussed  in  the  previous  section,  limited  mobility  can  adversely  affect  the  availability 

of  potential  faculty.  According  to  Fairweather,  Hendrickson,  and  Russell  (1990c): 

During  the  past  two  decades,  relatively  few  faculty  positions  have  been  available. 
Stricter  tenure  policies  have  accompanied  this  tight  job  market.  This  atmosphere 
may  discourage  younger  applicants,  especially  those  in  underrepresented  groups 
such  as  minorities  and  women,  from  considering  a  career  in  academe.  It  may  also 
discourage  young,  untenured  faculty  who  may  consider  leaving  academe  because  of 
limited  opportunities  for  advancement  (Aurand     Blackburn,  1973;  Baldwin  & 
Blackburn,  1981;  Brown,  1967;  Caplow  &  McGce,  1958;  Qark  &  Larsen,  1972; 
Fmcher,  1969;  Hnkelstein,  1984;  Marshall,  1964;  Palmer  Sl  Patton,  1981;  Toombs, 
1979).  Evidence  suggests  that  a  number  of  fields  indeed  have  experienced  larger 
growth  in  industry  and  government  than  in  academe,  and  that  salaries  in  the 
private  sector  have  outpaced  those  of  academe  (Bowen  &  Schuster,  1986; 
Fairweather,  1989). 

Demographic  Characteristics  of  Full-time  Faculty 
Age  Distribution 

During  the  fall  term  of  1987,  74  percent  of  full-time  facult\'  were  between  the  ages  of  30 
and  54;  one-fourth  were  aged  55  or  older.  Of  the  latter  group.  12  percent  were  between  the 
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ages  of  55  and  59.  9  percent  between  60  and  64,  and  4  percent  aged  65  or  older  (Fairweather. 
Hendrickson,  &  Russell,  1990c). 

The  percentage  of  faculty  aged  55  and  older  is  similar  across  insutution  types  (see  Table 
30),  ranging  from  a  low  of  21  percent  in  private  research  universities  to  a  high  of  27  percent  in 
private  doaoral-granting  universities.  In  contrast,  age  distribution  varies  substantially  by  program 
area  (see  Table  31).  Engineering,  education,  and  humanities  had  the  highest  proportions  of 
faculty  55  and  older,  approximately  33  percent.  The  finding  that  faculty  in  engineering  and  the 
humanities  are  older,  on  average,  is  consistent  with  studies  projecting  shortages  in  these  fields 
(ConneUan,  1984;  Lozier  &  Dooris,  1987).  Conversely,  few  studies  have  projeaed  shortages  of 
faculty  in  education,  which  also  has  a  high  proportion  of  faculty  above  age  55. 
Tenure  Status 

The  percentage  of  faculty  with  tenure  at  any  institution  affects  tiie  number  of  openings 
avaUable  at  any  given  time.  Nationally,  the  percentage  of  faculty  witii  tenure  witiiin  a  specific 
discipline  also  can  influence  the  decision  of  students  to  pursue  graduate  degrees,  which  in  turn 
affects  tile  pool  of  potential  faculty  members  (Bowen  &  Schuster,  1986). 

Sixty  percent  of  full-time  faculty  nationwide  were  tenured  in  Fall  1987.  Of  faculty  who 
were  employed  by  institutions  and  in  positions  where  tenure  was  possible,  73  percent  were 
tenured. 

Particularly  large  percentages  of  faculty  held  tenure  in  the  humanities  (72  percent)  and  in 
the  social  sciences  (70  percent).  The  percentage  of  business  faculty  with  tenure  (45  percent)  was 

lower  than  the  average. 

In  sum.  the  relatively  high  proportion  of  faculty  in  tenure-track  positions  who  were 
tenured  in  1987  (73  percent)  suggests  that  institutional  retirement  policies  will  be  constrained  for 
the  foreseeable  future  by  the  decisions  faculty  make  about  their  reiiremeni.  These  data  also 
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TABLE  30 

Percentage  of  Regular  Full-time  Faculty  55  or  Older, 
by  Institutional  Type 


Institutional  type  Percentage 

All  institutions  25 

Public  research  27 

Private  research  21 

Public  doctoral-granting  25 

Private  doctoral-granting  27 

Public  comprehensive  26 

Private  comprehensive  22 

Liberal  arts  25 

Public  2- Year  23 

Other  25 


Source:  Fairweather,  Hendrickson,  &  Russell,  1990c 


TABLE  31 

Percentage  of  Regular  Full-time  Faculty  55  or  Older, 
by  Program  Area 


Program  Area 

Percentage 

All  institutions 

25 

Agriculture/home  economics 

19 

Business 

20 

Education 

33 

Engineering 

34 

Fine  arts 

21 

Health  science 

24 

Humanities 

32 

Natural  sciences 

19 

Social  sciences 

22 

Other 

2S 

Source:  Fairweathen  Hendrickson.  &  Russell.  1990c 


suggest  that  the  expected  retirement  plans  for  faculty  and  the  factors  affecting  these  plans  must 
be  taken  seriously  by  institutional  decision-makers. 
Retirement 

In  1987,  the  overall  ratio  of  full-time  faculty  who  retired  to  all  full-time  faculty  was  .018 
(i.e.,  1.8  faculty  per  1,000  per  year);  for  full-time  tenured  faculty  the  retirement  ratio  was  .027. 
These  retirement  ratios  do  not  vary  significantly  by  type  of  institution. 

Relevant  faculty  perspectives  on  retirement  include  expected  age  at  retirement  from  paid 
employment,  the  proportion  of  faculty  expecting  to  retire  within  three  years,  and  the  relationship 
between  expected  age  at  retirement  from  paid  employment  and  expected  age  at  retirement  from 
teaching. 

Expected  Retirement  From  Paid  Employment  As  shovm  in  Table  32,  in  the  Spring  1988, 
90  percent  of  full-time  faculty  who  indicated  that  they  expected  to  retire  from  paid  employment 
specified  an  age  greater  than  60. 

One  fourth  (26  percent)  expected  to  retire  between  the  ages  of  60  and  64;  42  percent  between 
the  ages  of  65  and  69;  and  23  percent  at  age  70  or  older.  Analyses  of  expected  retirement  age 
by  type  of  institution  and  program  area  showed  few  groups  to  be  different  from  the  overall 
percentages.  Exceptions  were  as  follows: 

Higher  than  average  proportions  of  faculty  in  public  two-year  colleges  estimated 
retirement  at  ages  55-59  (18  percent  compared  to  the  overall  average  of  8 
percent)  and  60-64  (33  percent  compared  to  the  overall  average  of  26  percent). 

Faculty  in  public  comprehensive  institutions  were  more  likely  than  average  to 
estimate  retirement  at  age  60-64  (31  percent). 

Across  program  areas,  a  higher  than  average  proportion  of  faculty  in  the 
humanities  expected  to  retire  at  age  70  or  older  (26  percent  compared  to  an 
overall  percentage  of  23  percent). 
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TABLE  32 


Likely  Retirement  Age  From  Paid  Employment 
for  Regular  Full-time  Faculty 


Age 

Percentage 

Under  50 

1 

50-54 

1 

55-59 

8 

60-64 

26 

65-69 

42 

70  or  older 

22 

Total 

100 

Source:  Fairweather,  Hendrickson,  & 
Russell,  1990c 


Frpected  Retirement  Within  Three  Yean.  When  asked  about  the  proxiniity  of 
retirement,  eight  percent  of  all  faculty  were  somewhat  likely  and  seven  percent  were  very  likely 
to  retire  within  three  years.  With  two  exceptions,  this  percentage  did  not  vary  by  type  of 
institution:  private  research  universities  and  private  comprehensives  had  smaller  percentages  of 
faculty  indicating  high  likelihood  of  retirement  within  three  years  (four  and  five  percent, 
respectively).  Across  program  areas  in  four-year  institutions,  only  faculty  in  education  indicated  a 
higher  likelihood  of  retirement  in  the  near  future  than  the  average  percentage  across  programs 
(13  percent  were  very  likely  to  retire,  compared  with  seven  percent  for  faculty  in  four-year 
institutions  overall). 

Comparing  Expected  Retirement  A£e  from  Paid  Fmplnyment  with  Bcpected 
Retirement  Age  from  Teaching.  To  examine  expeaed  retirement  patterns  in  more  detail,  the 
expected  age  at  retirement  from  paid  employment  was  compared  with  the  expected  age  for 
exiting  postsecondary  education  as  a  sector  of  employment  The  results  show  that  the  correlation 
between  expected  age  at  retirement  and  expected  age  at  leaving  postsecondary  education  is  lower 
for  younger  faculty  than  for  older  faculty  (Table  33).  Moreover,  24  percent  of  faculty  expected 
to  stop  teaching  earlier  than  they  expected  to  retire.  This  suggests  that  retirement  projections 
assuming  the  equivalence  of  expected  age  at  retirement  and  expected  age  at  retirement  from 
academic  institutions  are  incorrect  Instead,  models  should  be  adjusted  to  take  into  account  the 
possibility  that  younger  faculty  may  exit  the  postsecondary  education  employment  sector  at  an 
earlier  age  than  their  older  counterparts. 
Projections  to  the  Year  2000 

According  to  Fairweather  and  colleagues  (1990c),  by  the  year  2000.  30  percent  of  full-time 
faculty  will  be  at  least  65  years  old.  Moreover.  38  percent  expect  to  retire  by  2000.  and  51 
percent  expect  to  stop  teaching  in  a  facult^•  role  by  that  time  (Table        These  estimates  are 


TABLE  33 

Intercorrelations  for  Anticipated  Retirement  Age  With 
Anticipated  Age  at  Leaving  Employment  in  Postsecondary 
Education  (by  Age  Group) 


Age  Group 

Correlation 

Overall 

.63 

Under  30 

.44 

30-44 

J7 

45-54 

.64 

55-59 

.73 

60-64 

.80 

65  + 

1.00 

Source:  Faiiweather,  Hendrickson,  &  Russell,  1990c 

I  


TABLE  34 

Percentages  of  Full-time  Facul^  Expecting  to  Reach  Specific 
Retirement  Status  Between  1987  and  2000,  by  Tenure  Status 


Tenure  status  Reach  age  65  Expect  to  retire  Expect  to  stop  teaching 

All  institutions  30  38  51 

No  tenure  system  at  school         26  54  38 

No  tenure  system  for  position      15  24  43 

Untenured,  on  tenure  track  7  12  24 

Tenured  41  50  60 


Source:  Fairv^^eather.  Hendrickson.  &  Russell.  1990c 


consistent  with  that  Bowen  &  Sosa's  (1989)  who  estimate  thai  53  percent  of  full-time  am  and 
science  faculty  will  leave  four-year  institutions  by  2002. 

Although  the  percentage  of  full-time  faculty  who  will  reach  age  65  by  2000  does  not  var>' 
by  type  of  institution  (Table  35),  there  are  differences  in  the  percentages  of  faculty  expected  to 
retire  and  to  stop  teaching.  Private  research  universities  and  liberal  arts  colleges  had  the  smallest 
percentages  of  faculty  who  expected  both  to  retire  and  to  stop  teaching  by  2000.  On  the  other 
hand,  pubUc  two-year  colleges  had  the  highest  percentage  in  both  of  these  categories.  Finally, 
these  data  indicate  that  education,  the  humanities,  and  engineering  are  the  most  Ukely  to  face 
critical  shortages  by  2000  (Table  36). 

Conclusions 

There  is  no  question  that  the  academic  profession  is  both  complex  and  changing.  This 
paper  has  presented  a  number  of  different  issues  that  have  affected  faculty  over  the  past  two 
decades.  While  it  may  initially  appear  that  these  issues  are  unrelated,  all  have  implications  for 
institutions'  personnel  poUcies  and  aU  of  them  ultimately  mfluence  college  costs. 

Who  faculty  are,  what  they  do,  how  much  they  are  paid,  and  how  they  feel  about  their 
.  work  all  affect  the  general  condition  of  the  academic  profession.  Because  higher  education  is 
such  a  labor-intensive  industry,  college  and  university  administrators,  policy  analysts,  and  faculty 
themselves  aU  carefully  monitor  faculty  issues.  In  fact,  the  academic  profession  has  been  studied 
to  a  greater  extent  than  most  other  professions.  Yet  overarching  generalizations  about  the 
academic  profession  are  inadequate  to  capture  the  diversity  and  continuous  evolution  that  has 
characterized  it.  Significant  differences  appear  across  ranks,  disciplines,  institution  types,  and 
geographic  location.  As  noted  in  this  paper,  these  differences  to  a  large  extent  shape  facultx- 
salaries,  work  activities,  productivit}',  and  attitudes. 
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TABLE  35 

Percentages  of  Full-time  Faculty  Expecting  to  Reach  Specific 
Retirement  Status  Between  1987  and  2000,  by  Type  of  Institution 


Type  of  Institution  Reach  age  65  Expect  to  retire     Expect  to  stop  teaching 


All  institutions 

30 

38 

51 

Public  research 

31 

35 

44 

Private  research 

26 

30 

38 

Public  doctoral 

30 

36 

51 

Private  doaoral 

30 

41 

58 

Public  comprehensive 

30 

43 

54 

Private  comprehensive 

28 

35 

48 

liberal  arts 

29 

32 

42 

Public  2-year 

30 

46 

60 

Other 

33 

39 

60 

Source:  Fairweathcr,  Hendrickson,  &  RussciU  1990c 


TABLE  36 

Percentages  of  Full-time  Faculty  Expectmg  to  Reach  Specific 
Retirement  Status  Between  1987  and  2000,  by  Program  Area 


Program  Area  Reach  age  65  Expect  to  retire     Expect  to  stop  teaching 


All  4-year  institutions 

30 

37 

48 

Agriculture/home  economics 

23 

32 

43 

Business 

22 

25 

43 

Education 

40 

49 

60 

Engineering 

40 

44 

58 

Fine  arts 

26 

37 

51 

Health  sciences 

28 

35 

51 

Humanities 

38 

42 

49 

Natural  sciences 

25 

33 

42 

Social  sciences 

25 

40 

48 

Other 

32 

40 

48 

Source:  Fairweather,  Hendrickson,  &  Russell.  1990c 


A  central  issue  that  has  increasingly  attracted  the  attention  of  higher  education  observers 
is  the  possibUity  of  future  faculty  shortages.  WiU  such  shortages  materialize?  Once  again,  the 
answer  depends  largely  on  discipline.  Our  conclusions  from  analyses  of  the  recent  National 
Survey  of  Postsecondaiy  Facultj'  support  those  of  Bowen  and  Sosa:  it  appears  that  shortages  are 
most  likely  to  occur  in  the  natural  sciences,  engineering,  and  the  humanities.  Other  questions 
about  the  future  include:  WUl  salary  levels  and  working  conditions  attract  the  best  and  brightest 
students  into  academic  careers?  WiU  Ph.D.s  want  to  pursue  academic  careers,  or  will  positions 
outside  academe  prove  more  lucrative  and  attractive?  Will  part-time  faculty  continue  to  grow  in 
numbers  and  be  hired  to  replace  retiring  full-time  faculty? 

Although  only  the  future  holds  the  answers  to  these  questions,  one  fact  is  certain:  faculty 
constitute  a  major  expenditure  for  higher  education  institutions  and  will  continue  to  do  so. 
Indeed,  if  shortages  do  materialize,  faculty,  expenditures  may  very  well  increase.  Recruiting  costs, 
as  weU  as  the  costs  of  retaining  existing  faculty,  wiU  certainly  grow.  Such  shortages  will 
undoubtedly  propel  continuing  increases  in  salaries. 

At  the  same  time,  rising  tuitions  are  forcing  coUeges  and  universities  to  account  for  both 
the  expenditures  they  make  and  the  educational  products  that  result  Whether  public  concern 
over  the  affordabiUty  of  a  college  education  will  translate  into  actions  on  the  part  of  schools  to 
reduce  overaU  faculty  costs  is  an  open  question.  Institutions  could,  for  example,  lower  faculty 
costs  by  relying  more  on  part-time  faculty  to  teach  students.  Faculty  could  also  be  asked  to 
teach  more  courses  or  to  increase  the  size  of  their  classes.  However,  the  likelihood  that  such 
measures  will  be  adopted  is  unknown,  as  are  the  implications  that  they  would  have.  It  is  clear, 
though,  that  the  academic  profession  will  continue  to  evolve  both  to  accommodate  and  shape  the 
future  of  hieher  education  in  the  U.S. 
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ISSUES  IN  PUBUC  HIGHER  EDUCATION 


Introduction 

The  "typical"  public  higher  education  institution  deOes  description.  Some  institutions 
enroll  a  few  hundred  students;  others,  tens  of  thousands.  Some  specialize  in  management;  others, 
in  the  arts.  Some  are  among  the  worid's  premiere  research  universities;  others  are  local 
community  colleges. 

Yet  there  can  be  little  doubt  that  public  higher  education,  as  a  whole,  is  one  of  the  most 
unique  elements  of  the  American  education  system.  Together,  public  institutions  educate  more 
than  nine  million  students  every  year;  they  enroll  the  vast  majority  of  all  postsecondary  students 
and  grant  ..eU  over  half  of  all  doctorates  awarded  in  the  country.  Their  history  has  been  a 
continuous  evolution  of  blending  classical  and  prartical  education,  along  with  research,  public 
service,  and  teacher  training.  Public  institutions  have  consistently  responded  to  changing 
conditions  in  American  higher  education  and  society  generally. 

Much  of  the  diversity  among  public  higher  education  institutions  stems  from  the  states 
and  regions  in  which  they  are  located.  For  example,  the  public  sector  dominates  higher 
education  in  several  areas  of  the  country,  such  as  the  West,  while  in  other  parts  of  the  country, 
such  as  New  England,  there  is  a  strong  tradition  of  private  higher  education.  The  relative 
portion  of  students  enrolled  in  two-year  and  four-year  public  institutions,  the  number  and  mix  of 
types  of  public  institutions,  and  the  level  of  institutional  autonomy  relative  to  state  control  also 
vary  by  state. 

Another  key  difference  among  states'  public  higher  education  sys  ems  is  the  relative  cost. 
In  speaking  of  the  "cost"  of  higher  education,  we  are  really  speaking  of  two  price  tags:  first,  the 
total  cost  of  providing  higher  education  to  the  student;  second,  the  tuition  cost  to  the  student  of 
obtaining  higher  education.  In  both  the  public  and  private  sector,  tuition  covers  only  a  portion 
of  the  total  cost  of  education  per  student.  However,  tuition  represents  a  substantially  smaller 
share  of  educational  costs  in  the  public  sector  due  to  significani  state  and  local  government 
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subsidies  of  public  higher  education.  These  subsidies  vary  greatly  from  state  to  state,  thus 
affecting  the  relative  portions  of  higher  education  costs  borne  by  tuition  and  government 
appropriations. 

Each  state  aims  to  ensure  equity  and  access  for  prospective  students  and  their  families. 
However,  there  are  many  different  budget  strategies  that  states  lise  to  achieve  these  goals.  As  a 
result,  the  mix  of  tuition,  state  appropriations,  and,  to  some  extent,  student  financial  aid  varies 
widely  across  states. 

Factors  affecting  tuition  levels  at  public  higher  education  institutions  in  nearly  all  states 
include  competition  with  other  state  budget  categories  for  limited  state  funds,  demographic 
trends,  and  public  pressure  to  keep  public  tuitions  low  and  educational  quality  high.  The 
diversity  among  public  higher  education  institutions  is  evident  when  one  surveys  the  different 
approaches  adopted  by  institutions  to  meet  these  challenges. 

The  remainder  of  this  paper  examines  the  similarities  and  differences  within  U.S.  public 
higher  education  with  particular  attention  to  issues  of  cost  The  first  section  provides 
background  information  on  the  history  of  public  higher  education  and  profiles  public  institutions. 
The  next  section  addresses  cost  issues  in  higher  education;  it  focuses  on  the  prices  students  pay 
to  attend  public  higher  education  institutions— both  tuitions  and  "net  prices"  (tuition  less  financial 
aid),  the  costs  to  institutions  and  states  of  providing  higher  education,  and  faaors  affecting  states' 
determination  of  the  mix  of  tuition,  state  appropriations  for  higher  education,  and  student 
financial  aid.  The  final  section  addresses  the  future  of  public  higher  education,  including 
enrollment  and  state  financing  of  public  higher  education. 

Because  higher  education  is  so  diverse,  data  are  broken  down  by  state  wherever  possible. 
States  are  also  grouped  into  regions  where  appropriate.  In  addition,  anecdotal  examples  from 
both  the  state  and  institutional  levels  are  included  to  illustrate  differences  in  public  higher 
education  across  states  and  institutions. 
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History 

•n,e  diversity  of  American  higher  education  rests  partly  in  its  history  (Harcleroad,  1988). 
As  a  responsibiUty  of  the  states  rather  than  the  Federal  government,  higher  education  in  the 
United  States  has  developed  uniquely  in  more  than  50  arenas.  Nonetheless,  Congressional 
legislation  and  the  evolution  of  the  United  States  as  a  nation  have  also  indeUbly  affected  higher 
education.  As  a  result,  higher  education  institutions  exist  in  every  state  and  share  the  goals  of 
combining  classical  and  practical  education  while  also  serving  as  centers  for  the  creation  and 
dissemination  of  knowledge  for  society  at  large.  However,  the  means  of  achieving  these  goals 
have  evolved  differently  among  states,  and  differences  persist. 

The  earUest  public  colleges  in  the  United  States  were  among  the  first  higher  education 
institutions  to  be  established  in  the  13  original  colonies.  Only  Harvard  University,  founded  in 
1636,  predates  The  CoUege  of  WiUiam  and  Mary,  established  in  the  colony  of  Virginia  in  1693 
and  claimed  by  the  pubUc  sector  as  the  first  pubUc  postsecondary  institution  in  what  would 
become  the  United  States  (Harcleroad,  1988).  (However,  the  distinctions  between  pubUc  and 
private  institutions  were  less  expUcit  in  the  seventeenth  century  than  they  are  now;  Harvard 
College  itself  came  into  existence  through  a  legislative  act  passed  by  the  Massachusetts  General 

Court  (Rudolph,  1962)). 

Even  after  the  Revolution  there  was  Uttle  central  govermnem  initiative  for  education  in 
the  newly  independem  United  States.  As  Fred  Harcleroad  of  the  American  Association  of  State 
Colleges  and  Universities  and  others  have  pointed  out,  the  word  "education"  does  not  appear  in 
any  of  the  articles  of  the  Constitution.  The  Tenth  Amendmem  therefore  reserves  this 
responsibility  "to  the  states"  rather  than  to  the  Federal  government  (Harcleroad,  1988; 
McGuiness,  1981). 

rne  first  state-created  higher  education  institutions  were  normal  schools  established  in  the 
early  and  middle  parts  of  the  nineteenth  centun-  to  :rain  teachers.  Their  establishment  'vas 
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prompted  by  the  expansion  of  education. in  the  U.S.  and  the  resulting  growth  in  demand  for 

trained  educators  (Harcleroad,  1988).  The  second  major  wave  of  higher  education  institutions 

came  in  1862,  when  the  Federal  government  established  the  Land  Grant  Colleges  through  the 

Morrill  Act.  This  act  provided  17.4  million  acres  of  land  which  states  were  to  sell  and  use  for.' 

the  endowment,  support,  and  maintenance  of  at  least  one  college  where  the  leading 
object  shall  be.  .  .  to  teach  such  branches  of  learning  as  are  related  to  agriculture  and  the 
mechanic  arts,  in  such  manner  as  the  legislatures  of  the  sutcs  may  respttaivcly  prescribe, 
in  order  to  promote  the  liberal  and  practical  education  of  the  industrial  classes  in  the 
several  pursuits  and  profession  of  life.  (MorriU  Act  as  quoted  in  National  Assoaation  of 
State  Universities  and  Land-Grant  Colleges  (NASULGC)  1990  Fact  Book,  p.  11; 
emphasis  added) 

The  Morrill  Act  enabled  many  states  to  establish  new  public  institutions  that 
■  complemented  the  teacher-training  role  of  the  normal  schools.  Several  states,  particularly  in  New 
England,  chose  to  delegate  the  new  responsibilities  specified  in  the  Morrill  Act  to  private 
coUeges,  such  as  Brown  University  in  Rhode  Island,  Yale  University  in  Connecticut,  and 
Dartmouth  CoUege  in  New  Hampshire  (NASULGC  1990  Faa  Book).  Although  these 
institutions  are  no  longer  considered  land-grant  colleges,  the  Massachusetts  Institute  of 
Technology,  another  private  higher  education  institution,  has  retained  its  status  as  such 
(NASULGC,  1987). 

Subsequent  legislation  concerning  the  land-grant  colleges  included  the  Hatch  Aa  of  1887, 
which  allocated  money  to  states  so  that  the  land-grant  colleges  could  conduct  agricultural 
research  and  disseminate  practical  agricultural  information  to  the  population  at  large 
(NASULGC  1990  Fact  Book).  In  1890,  a  second  Morrill  Act  provided  additional  funds  to  states 
and  territories  for  the  provision  of  higher  education  and  also  served  as  the  impetus  for  the 
creation  of  17  historically  black  land-grant  colleges  in  states  with  large  African-American 
populations.  Together,  the  Morrill  and  Hatch  Acts  charged  land-grant  colleges  with  the 
responsibiUties  of  teaching  and  research.  The  Smith-Lever  act  of  1914  added  Federal  support  for 
land-grant  colleges  to  offer  education  beyond  the  campus  bounds,  as  well.  (NASULGU  1990 
Fact  Book).  These  three  duties-teaching,  research,  and  extension  or  public  service-remain  the 
core  of  land-grant  colleges  today. 

< 
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Meanwhile  public  normal  schools  were  becoming  increasingly  "professionalized"  into 
•teachers  coUeges",  and  admission  standards  became  more  rigorous.  Beginning  in  the  early  20th 
century,  pressure  grew  for  even  further  expansion  of  program  offerings  beyond  the  traditional 
teacher  education  curricula.  This  movement  was  particularly  strong  in  the  Midwest,  Far  West, 
and  Pacific  Coast-all  regions  that  had  few  private  higher  education  institutions.  Curricular 
diversification  at  the  teachers  colleges  progressed  during  the  early  and  middle  decades  of  the 
twentieth  century,  and  these  institutions  adopted  the  title  "state  colleges".  Today,  most  of  these 
are  comprehensive  institutions  that  offer  bachelor's  degrees  in  a  variety  of  fields,  and  many  offer 
master's  and  doctorate  degrees,  as  well  (Harcleroad,  1990;  Millett,  1981). 

World  War  H  represents  a  turning  point  in  American  higher  education,  particularly  in  the 
public  sector.  In  1941,  only  about  a  quarter  of  all  institutions  were  public  and  these  enroUed 
approximately  half  of  all  postsecondary  students.  By  1980,  three-fourths  of  all  postsecondary 
students  attended  pubUc  colleges  and  universities,  which  represented  almost  half  of  aU 
institutions. 

The  surge  in  pubUc  college  enrollments  began  with  the  Serviceman's  Readjustment  Act  of 
1944,  more  commonly  known  as  the  "G.L  Bill".  This  legislation  and  subsequent  laws  facilitated 
college  attendance  for  veterans  of  World  War  n  and  the  Korean  War.  Moreover,  foUowing  the 
Soviet's  launch  of  Sputnik  in  1957,  the  Federal  government  funded  the  National  Defense 
Education  Aa  of  1958,  which  provided  educational  loans,  particularly  for  students  studying  in 
areas  of  national  interest,  and  graduate  feUowships,  with  preference  for  students  headed  for 
teaching  careers;  loans  were  forgiven  for  students  who  taught  after  graduation  (McGuiness,  1981). 
All  of  these  measures  contributed  to  the  post-war  enrollment  growth. 

Most  pubUc  higher  education  institutions  grew  to  absorb  the  new  students.  Many  new 
institutions  were  founded,  as  well,  and  the  post-war  period  witnessed  the  beginning  of  the  boom 
in  community  colleges.  The  first  two-year  community  or  junior  colleges  were  established  in  the 
eariy  twentieth  century  in  an  effort  to  replicate  the  German  educational  system,  and  for  some 
time  remained  adjunct  to  secondary-  school  programs,  under  the  auspices  of  local  school  boards 
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(Bnibacher  &  Rudy,  1976).  However,  the  1947  publication  of  a  Presidential  commission's  report. 
Higher  Education  for  American  Democracy,  heralded  the  arrival  of  the  community  college  as  a 
major  component  of  public  postsccondary  education.  The  report  proposed  that  every  state 
establish  community  colleges  to  provide  easily  accessible  and  affordable  public  education  through 
the  first  two  years  of  college  (Bnibacher  &  Rudy,  p.  234).  Two-year  public  institutions  became, 
and  continue  to  be,  the  most  rapidly  growing  sector  of  higher  education  in  the  United  States. 

Community  colleges  added  a  new  facet  to  the  diversity  within  public  higher  education  in 
the  United  States.  They  offered  both  "career  education"  (vocational,  technical,  occupational 
studies)  and  the  courscwork  required  for  the  first  two-years  of  a  baccalaureate  program  (Cohen 
&  Drawer,  1989).  The  debate  of  wheur^f  iht  junior/community  colleges  were  "expanded 
secondary  schools  or  truncated  colleges"  was  largely  silenced  as  community  colleges  passed  from 
the  auspices  of  secondary  school  districts  and  local  school  boards  to  state-level  coordination  and 
control  (Cohen  &  Drawer,  1989).  In  nearly  all  states,  community  colleges  are  considered  part  of 
state  postsecondary  education  systems,  and  many  states  have  intensiOed  efforts  to  facilitate 
student  transfers  to  four-year  institutions  upon  completion  of  the  two-year  community  college 
curriculum. 

The  emergence  of  community  colleges  coincided  with  a  movement  for  greater  access  to 
higher  education.  The  new  community  colleges  responded  by  seeking  the  enrollment  of  non- 
traditional  student  populations,  such  as  the  poor,  minorities,  students  from  disadvantaged 
educational  backgrounds,  older  adults,  and  part-time  students  (Cohen  &  Drawer,  1989;  Vaughan, 
1985).  Many  community  colleges  have  acconmiodated  these  students  by  charging  low  tuitions, 
being  located  within  commuting  distance  of  large  populations  of  working  adults,  maintaining 
open-door  admission  policies,  and  offering  flexible  scheduling. 

Federal  legislation  also  responded  to  the  call  for  increased  access  to  higher  education. 
Beginning  with  the  Higher  Education  Act  of  1965  and  Education  Amendments  of  1972,  the 
Federal  government  has  funded  student  financial  aid  on  a  large  scale  through  need-based  grants 
(primarily  the  Basic  Educational  Opportunir\'  Gran:  Program,  or  Pell  Grants  5,  a  varien-  of 


student  loans,  and  work-study  programs.  McGuiness  (1981)  summarizes  the  goals  of  the  Federal 

aid  programs  as  follows: 

To  promote  equality  of  educational  opportunity,  by  helping  to  remove  economic 
social  barriers  to  access  to  postsecondary  education  .  .  .; 

To  reduce  the  burden  of  college  costs  on  families  with  students  who  would  likely 
continue  their  education  without  government  assistance.  .  .; 

To  assure  a  strong  system  of  higher  education  through  the  provisions  encouraging 
choice  among  institutions  in  the  student  aid  programs  and  through  selected 
programs  of  direct  grants  to  institutions  (Congressional  Budget  OfSce  cited  m 
McGuiness,  1981,  pp.  168-9). 

The  growth  of  Federal  aid  has  opened  the  door  to  higher  education  for  "millions  of 
students  who,  in  aU  probability,  would  not  have  attended  college  were  it  not  for  federaUy  funded 
studem  aid  programs"  (Vaughan,  1982,  p.  13).  As  the  numbers  and  types  of  students  seeking 
higher  education  has  grown,  so  have  the  numbers  and  types  of  institutions  and  programs  that 
serve  them.  The  pubUc  sector-in  community  coUeges,  four-year  coUeges,  and  univensities 
scattered  throughout  the  United  States-has  played  a  vital  role  in  accommodating  these  students, 
thereby  responding  to  a  critical  challenge  of  contemporary  American  society. 
Enrollment 

By  1987.,  the  public  sector  enroUed  approximately  75  percent  of  all  postsecondary 
students.  However,  the  numbens  and  proportions  of  students  attending  pubUc  institutions  vary 
tremendously  among  states  and  regions,  as  shown  in  Table  1.  The  pubUc  sector  enrolls  the 
largest  portions  of  higher  education  students  in  the  Middle  and  Far  Western  states  (Central, 
Mountain,  and  Pacific  regions).  For  example,  the  public  institutions  in  Nevada,  Wyoming,  New 
Mexico,  Arizona,  Montana,  North  Dakota,  and  Kansas  enrolled  90  percent  or  more  of  all  fuU- 
time  equivalent  postsecondary  students  in  those  states.  In  contrast,  many  Northeastern  states 
(New  England  and  Middle  Atlantic  regions)  have  a  strong  tradition  of  private  higher  education, 
and  generally  enroll  the  lowest  portion  of  postsecondary  students  in  public  institutions.  For 
example,  less  than  half  of  all  FTE  postsecondary  students  enrolled  in  Massachusetts  and  Rhode 
Island  attended  public  institutions. 
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Although  the  relative  proportion  of  students  in  the  public  and  private  sectors  of  higher 
education  has  remained  essentially  constant  (at  least  at  the  national  level)  since  1970,  there  has 
been  a  shift  within  the  public  sector  from  four-year  to  two-year  colleges.  Between  the  fall  of 
1970  and  the  fall  of  1987,  full-time  equivalent  student  enrollments  at  public  two-year  colleges 
grew  nearly  four  percent  annually,  and  the  proportion  of  FTE  students  attending  public  two-year 
schools  rose  from  29  to  37  percent  of  total  FTE  students.  Comparisons  of  total  enrollment 
growth  over  the  same  period  reveal  even  larger  discrepancies  between  the  rates  at  two-year  (107 
percent  growth)  and  four-year  (28  percent  growth)  institutions,  since  a  large  porticn  of  two-year 
students  attends  part-time.  Figure  1  compares  total  enrollments  in  different  types  of  higher 
education  institutions  and  their  growth  rates  between  1970  and  1987. 

The  size  of  two-year  college  enrollments  within  the  public  sector  also  varies  by  state.  In 
most  states,  about  a  third  of  public  students  are  enrolled  in  two-year  schools.  However,  in  some 
states,  such  as  CaUfomia  and  Rorida,  the  majority  of  students  in  public  higher  education 
institutions  attends  two-year  colleges.  In  one  state.  South  Dakota,  there  are  no  public  two-year 
colleges. 

Student  Characteristics 

Different  types  of  institutions  tend  to  enroll  different  student  populations.  One  major 
difference  is  the  extent  to  which  students  are  dependent  on  their  parents  for  financial  support  to 
attend  school.  Data  from  the  National  Postsecondary  Student  Aid  Study  (NPSAS),  a  nationally 
representative  sample  of  postsecondary  students  enrolled  in  the  fall  of  1986,  indicate  that  42 
percent  of  students  at  public  two-year  schools  depended  on  their  parents  for  financial  support, 
compared  to  73  percent  of  students  at  public  four-year  schools  and  76  percent  of  students  at 
private  four-year  schools. 

These  differences  in  dependency  status  undoubtedly  arise  from  the  fact  that  a  large 
portion  of  students  at  two-year  public  colleges  are  non-traditional  students,  i.e,  older  students 
who  may  also  be  working  part-time.  In  1986.  students  at  public  two-year  colleges  were,  on 
avcrace,  28  years  old,  compared  lo  an  average  age  of  23  among  undergraduate  students  ai  four- 
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year  institutions  (both  private  and  public).  Moreover,  only  37  percent  of  public  two-year  students 
attended  school  full-time,  compared  to  76,5  percent  of  public  four-year  public  students  and  79.5 
percent  of  private  four-year  students  who  attended  full-time. 

Another  difference  between  students  attending  public  and  private  institutions  is  that 
students  attending  private  institutions  tended  to  come  from  families  with  significantly  higher 
incomes.  Within  the  NPSAS  sample,  the  average  family  income  for  students  attending  four-year 
private  institutions  was  $50,000,  compared  to  $41,000  for  students  attending  public  four-year 
institutions  and  $32300  for  students  attending  public  two-year  institutions. 

In  addition  to  comparing  average  incomes,  it  is  also  useful  to  examine  the  income 
distribution  of  students  within  types  of  institutions.  Table  2  shows  the  percentage  of  students 
within  each  given  institution  control/type  that  has  an  income  within  a  specified  range  and 
confirms  that  public  students  tend  to  come  from  lower-income  families  than  do  students  at  four- 
year  private  schools.  The  table  shows  that  while  13  percent  of  dependent  students  at  public,  less- 
than-four  year  schools  came  from  families  with  incomes  over  $50,000,  27  percent  of  students  at 
four-year  public  students  came  from  these  high-income  families  as  did  36  percent  of  students  at 
four-year  private  schools. 
Tuition  and  Financial  Aid 

In  many  European  countries,  higher  education  is  free  but  limited  to  a  relatively  small 
portion  of  students  (White  &  Ahrens,  1989).  In  the  United  States,  there  is  a  different  trade-off: 
some  form  of  higher  education  is  available  to  nearly  all  high  school  graduates,  but  enrolled 
postsecondary  students-or  their  families-pay  for  at  least  part  of  their  education.  At  public 
institutions,  the  portion  of  educational  costs  students  contribute  is  generally  small,  and  tuitions 
are  relatively  low  compared  to  those  of  private  institutions.  Although  higher  education  systems 
vary  widely  across  states,  citizens  across  the  nation  promote  and  expect  (albeit  in  varying  degrees) 
both  access  to  higher  education  and  a  lower  cost  alternative  to  private  higher  education. 
Fulfilling  these  expectations  is  a  critical  function  of  public  higher  education  across  the  nation. 
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TABLE  2 


Income  Distribution  of  Sti^dents 
By  School/Type  Control  as  of  Fall  1986 


Family 
Tncome 

Dependent  Students 
$0  -  10,000 
10,000  -  20,000 
20,000  -  30,000 
30,000  -  40,000 
40,000  -  50,000 
50,000  + 


Public 

2 -Year 


15. 4X 

20.3 

20.8 

18.2 

12.1 

13.2 

lOOX 


Public 
4 -Year 


9.  OX 
13.3 
16.4 
18.6 
15.9 
26^ 

lOOX 


Private 
4 -Year 


7.71 
11.0 
14.8 
16.2 
14.1 
36.2 

lOOX 


Independent  Students 
$0  -  5,000 
5,000  -  10,000 
10,000  -  20,000 
20,000  + 


34.4 
20.7 
20.1 


lOOX 


39.3 
22.1 
16.8 

21.8 


lOOX 


33.1 
21.9 
21.1 
21^ 


lOOX 


Source:    National  Postsecondary  Student  Aid  Survey  (1987) 
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Large  state  appropriations  to  higher  education  enable  public  institutions  to  charge 
tuitions  that  are  considerably  lower  than  those  charged  by  private  institutions.  In  1986-87,  for 
example,  the  average  tuition  at  public  four-year  institutions  was  approximately  S1490,  compared 
an  average  of  $7,200  at  private  four-year  institutions.  In  the  same  year,  the  average  tuition  at 
public  two-year  institutions  was  under  $700,  compared  to  an  average  of  $3,910  at  private  two- 
year  institutions.  These  figures  reveal  significant  differences  not  only  between  public  and  private 
tuition  levels,  but  also  between  the  tuitions  charged  at  two-year  and  four-year  institutions  within 
the  public  sector.  Across  all  states,  the  average  tuition  at  public  four-year  institutions  was 
approximately  double  that  of  the  average  public  two-year  institution.^ 

Average  tuitions  in  all  types  of  higher  education  institutions  have  been  increasing  since 
the  mid-1960s,  but  tuition  growth  has  generally  been  slower  in  the  public  sector.  In  all  types  of 
institutions,  the  average  annual  rate  of  increase  since  1980  has  been  higher  than  in  many 
prrious  years.  In  constant  dollars,  tuition  actually  decreased  in  public  institutions  between  1976- 
77  and  1981-82,  and  increased  only  slightly  in  private  institutions.  However,  between  1981-82  and 
1986-87,  tuitions  rose  between  20  and  37  percent  in  different  types  of  higher  education 
institutions*  Although  the  rates  of  tuition  growth  in  public  and  private  institutions  were  similar 
in  the  early  1980s,  tuitions  hav^  been  growing  faster  in  private  institutions  than  in  public 
institutions  since  about  1985.  Table  3  and  Figure  2  detail  growth  in  average  tuition  levels  at 
both  public  and  private  institutions. 

Different  rates  of  tuition  growth  in  the  public  and  private  sectors  have  further  widened 
the  "tuition  gap"  between  the  two  sectors.  By  1987-88,  the  average  tuition  of  private  institutions 


^We  cite  the  national  average  of  public  institution  tuition  charges  from  1986-87  to  be 
consistent  with  the  most  recent  available  state  level  figures.  However,  more  recent  national 
data  from  The  College  Board  reveal  a  continuation  of  differential  pricing  policies  for  public 
and  private  institutions,  and  two-  and  four-year  institutions.  In  1989-90,  the  average  tuition 
cost  to  students  attending  two-year  public  institutions  was  SS42.  compared  to  S1.694  at  four- 
year  public  institutions.  Tuitions  for  students  attending  two-  and  four-year  private  institutions 
were  S4J13  and  SSJ37,  respectively,  in  the  same  year. 
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Figure  2 

Higher  Education  Tuition  Growth 

in  Constant  (1985-86)  Dollars 


Tuition  (Thousands  of  1985-86  Dollars) 


77     78     79     80     81     82     83    84     85     86     87  88 

Academic  Year  Ending  19-.- 


—  Public  4-year 
Private  4-year 


Institution  Type 

  Public  2-year 

Private  2-year 


Source:  Digest  of  Education  Statistics, 
1989,  Table  258,  pp.  282-282.  Adjusted 
to  current  dollars  using  July-June  CPI. 


in  this  country  was  almost  six  (5.9)  times  the  average  tuition  charged  by  public  institutions.  This 
ratio  was  up  from  4.5  to  1  in  1965^,  5.2  to  1  in  1975-76,  and  5.5  to  1  in  1985-86.  (See 
Table  4.) 

Despite  rapid  increases  during  the  1980s,  average  tuition  at  public  institutions  has 
remained  a  basically  stable  proportion  of  median  family  income.  The  average  tuition  at  public 
four-year  institutions  remained  between  3.5  and  Ove  percent  between  1976-77  and  1987-88,  and 
remained  approximately  two  percent  at  public  two-year  institutions  throughout  this  period.  In 
contrast,  tuition  grew  from  nearly  17  percent  of  median  family  income  in  1976-77  to  23  percent 
in  1987-88  at  private  four-year  institutions,  and  was  approximately  11  to  13  percent  of  median 
family  income  at  private  two-year  institutions  over  this  period. 

While  national  averages  are  informative,  they  mask  considerable  variance  across  states,  as 
shown  in  Table  5.  Public  institutions  in  Northeastern  states  (New  England  and  Middle  Atlantic 
regions)  tend  to  charge  higher  tuitions  than  the  national  average.  These  regions  contain  the 
three  states  with  the  highest  tuitions  at  public  four-year  institutions  in  1986-87:  Vermont 
($2,942),  Pennsybania  ($2,496),  and  New  Hampshire  ($2,190).  Tuition  at  two-year  institutions  in 
this  region  were  also  considerably  higher  than  the  national  average.  Tuitions  in  the  North 
Central  Regions  (also  known  as  the  Upper  Midwest)  also  tend  to  be  somewhat  higher  than 
national  averages. 

In  contrast,  tuitions  are  generally  lowest  in  the  South  (South  Atlantic,  East  and  West 
South  Central  regions)  and  Far  West  (Mountain  and  Pacific  regions).  Only  a  handful  of  states 
in  these  regions  charged  tuitions  higher  than  the  national  average,  and  among  these  only  Virginia 
charged  more  than  $2,000.  Axkansas,  Texas,  Wyoming,  Nevada,  and  North  Carolina  all  charged 
tuitions  less  than  $1,000  in  1986-87.    Other  states  that  also  had  similarly  low  tuitions  were 
Alaska,  Hawaii,  Oklahoma. 

There  are  also  differences  among  states  regarding  the  relative  tuitions  charged  at  two- 
year  and  four-year  institutions.  However,  practices  do  not  appear  to  be  strongly  linked  to 
geographic  regions.  In  some  states  (Mississippi.  -Arizona.  Hawaii.  California.  New  Jersey'}  tuition 
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at  four-year  institutions  is  more  than  tnree  times  that  of  two-year  institutions.  However,  it  must 
be  noted  that  in  nearly  all  these  states,  tuition  at  four-year  institutions  was  still  below  the 
national  average.  (Only  in  Mississippi  were  tuitions  at  four-year  institutions  slightly  higher  than 
the  national  average.)  On  the  other  end  of  the  spectrum,  in  a  number  of  states  tuitions  at  two- 
and  four-year  institutions  were  more  simflar.  In  each  of  these  states  (New  Mexico,  Utah,  New 
Hampshire,  Indiana,  Iowa,  North  Dakota,  and  Alaska),  the  ratio  of  four-year  to  two-year 
institutions'  average  tuition  was  less  than  1.5,  and  the  average  tuition  at  two-year  institutions  was 
above  the  national  average. 

Fmancial  aid  further  reduces  the  total  higher  education  biU  for  many  students  attending 
both  public  and  private  institutions.  NPSAS  data  show  that,  on  average,  financial  aid  covers 
about  two-third  of  the  total  expenses  (tuition  plus  room  and  board  and  other  expenses)  of  aid 
recipients  in  the  public  sector.  For  many  of  these  students,  financial  aid  is  greater  than  tuition 
since  tuitions  in  the  public  sector  are  often  less  than  half  of  total  expenses. 

Most  financial  aid  is  awarded  to  meet  financial  need,  and  students  at  private  four-year 
institutions  are  more  likely  to  receive  aid,  and  larger  amounts  of  it,  than  are  students  at  public 
four-year  institutions.  Students  at  two-year  public  colleges  are  the  least  likely  to  receive  aid. 
However,  the  net  price  of  attending  private  four-year  institutions  is  still  considerably  higher  than 
the  net  price  of  attending  a  public  institution. 

NPSAS  data  indicate  that  in  1986,  33  percent  of  full-time,  fuU-year  undergraduate 
students  at  public  two-year  students  received  some  form  of  financial  aid,  and  the  average  aid 
award  was  $1,622.  At  four-year  public  institutions,  49.5  percent  of  students  received  financial  aid, 
with  an  average  aid  award  of  $2,867.  At  private  four-year  institutions,  68  percent  of  students 
receive  financial  aid,  with  an  average  aid  amount  of  $5,025. 

Fmancial  aid  is  available  from  different  sources.  The  Federal  government,  state 
government,  and  institutions  provide  the  most  aid.  Aid  also  comes  in  different  forms,  specifically 
Slants,  loans,  and  work.  In  all  t\'pes  of  institutions,  the  Federal  government  provides  aid  to  the 
largest  number  of  students  and  also  provides  the  largest  amount  of  aid  to  these  students.  Of 
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aided  students  in  public  two-year  institutions  in  1986,  62  percent  received  Federal  aid  (mean 
amount:  $1,810);  73  percent  of  aided  students  at  four-year  public  institutions  received  Federal 
aid  (mean  amount:  $2,600);  and  70  percent  of  aided  students  at  private  four-year  institutions 
received  Federal  aid  (mean  amount:  53,235). 

In  the  same  year,  students  at  public  and  private  institutions  are  almost  equally  likely  to 
receive  aid  from  state  sources.  However,  the  average  aid  amount  varied  by  the  institution  type 
and  control.  At  two-year  public  institutions,  30  percent  of  aided  students  received  state  aid 
(mean  amount:  $600);  at  four-year  public  institutions  32  percent  of  aided  students  received  this 
form  of  aid  (mean  amount:  $955).  Among  aided  students  attending  four-year  private 
institutions,  30  percent  received  financial  aid  from  sute  sources  (mean  amount:  $1,833). 

The  greatest  difference  in  financial  aid  packages  across  different  institutions  appears  to  be 
in  institutionally  funded  aid.  Institutional  aid  is  far  more  common  among  private  institutions  and 
usuaUy  takes  the  form  of  scholarships,  i.e.,  grant  aid.  In  1986,  private  four-year  institutions 
awarded  institutional  aid  to  64  p>ercent  of  their  aided  students  (mean  amount:  $2,710).  At 
public  two-year  and  public  four-year  institutions,  only  about  30  percent  of  aided  students  received 
this  type  of  aid  (mean  amounts:  $670  for  two-year  students  and  $1,580  for  four-year  students). 

State  Financing  of  Higher  Education 
Tuition  levels  alone  do  not  tell  the  whole  story  of  college  costs.  To  students  and  their 
families,  there  are  frequently  many  other  costs  associated  with  postsecondary  education.  These 
additional  expenses  include  room,  board,  books,  and  travel,  as  well  as  the  opportunity  cost  of 
matriculation,  i.e.,  income  foregone  to  attend  school.  For  many  students  at  public  institutions, 
the  total  costs  of  attendance,  including  these  auxiliary  expenses,  can  be  double  or  triple  the  cost 
of  tuition  alone.  Room  and  board  fees  represent  a  large  portion  of  total  attendance  costs,  since 
states  frequently  subsidize  tuition  to  a  greater  degree  than  they  do  bookstores,  dining  halls,  and 
dormitories,  to  cite  a  few  examples.  !n  all  states,  average  room  and  board  costs  exceed  average 


tuition  costs  at  four-year  public  institutions,  as  shown  in  Table  6.  The  ratio  of  room  and  board 
costs  to  tuition  ranges  from  1.07  to  I  in  New  Hampshire  to  4.03  to  1  in  California. 

On  the  other  hand,  tuition  levels  do  not  come  close  to  meeting  the  costs  of  providing 
postsecondary  education.  In  both  the  public  and  private  seaors,  many  additional  revenue  sources 
•invisibly"  offset  the  costs  of  a  college  education  to  students  and  their  families.  Public  institutions 
receive  the  majority  of  current  operations  revenue  from  a  single  non-tuition  source:  state  and 
local  appropriations.  In  1985,  government  appropriations  contributed  61  percent  of  aU  education 
and  general  (E  &  G)  revenues  at  the  average  pubUc  institution,  compared  to  only  18  percent 
contributed  by  tuition  and  fees.    At  private  institutions,  in  contrast,  government  appropriations 
provided  only  two  percent  of  toul  E  &  G  revenues  in  1985,  and  tuition  and  fees  represented  56 
percent.  Other  revenue  sources  available  to  both  public  and  private  institutions  include: 
government  grants  and  contracts;  private  gifts,  grants,  and  contracts;  endowment  income;  and  the 
sales  and  services  of  educational  activities.  Figures  3  and  4  illustrate  the  E  &  G  revenue  sources 
of  the  average  public  four-year  and  two-year  institutions,  respectively. 

In  addition  to  appropriations  for  current  operations,  states  also  provide  additional 
funding  to  pubUc  coUeges  and  universities  in  the  state  through  separate  appropriations  for  capital 
ouUays  or  improvement  (e.g.,  new  building  construction),  grants  and  contracts,  or  other  one- 
time special  expenditures.  It  is  also  common  practice  for  state  governments  to  pass  legislation 
that  permits  institutions  to  seU  bonds  to  raise  revenue  for  other  faciUties,  such  as  dormitories  and 
dining  halls. 

States  have  different  strategies  for  establishing  the  proportions  of  tuition  and  government 
appropriations  to  fund  higher  education.  State  legislatures  shape  the  tuitions  that  are  charged  at 
public  institutions  through  the  aUocations  they  make  to  higher  education.  However,  in  all  but 
four  states,  governing  boards  at  public  colleges  and  universities  actually  set  tuition  levels,  and 
must  take  state  appropriations  into  account  when  doing  so  (SHEEO,  1988). 

governing  boards  use  several  strategies  to  establish  tuiiions.  One  method  is  to  determine 
tuition  as  the  residual  between  the  costs  of  pro%'iding  education  and  state  appropriations.  This 
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method  allows  tuitions  to  be  set  in  the  face  of  changes  in  appropriations  to  maintain  given  levels 
of  educational  spending.  A  recent  survey  of  State  Higher  Education  Finance  and  Executive 
Officers  (SHEEO,  1988)  indicated  that  in  25  states,  tuition  and  fees  were  viewed  as  the 
difference  between  institutional  needs  and  state  appropriations.  In  these  states,  public  higher 
education  institutions  frequently  set  tuition  rates  after  they  find  out  how  much  money  they  will 
receive  from  state  appropriations. 

In  12  other  states,  tuition  is  determined  as  a  specified  percentage  of  either  per-student 
instructional  cost  or  state  appropriations,  either  total  or  on  a  per-student-basis.  In  these  states, 
tuitions  rise  when  state  appropriations  increase. 

In  other  states,  tuitions  are  set  in  response  to  competitive  forces  or  "what  the  market  will 
bear".  In  these  states,  state  appropriations  are  not  the  direct  determinants  of  tuition  levels, 
although  they  are  an  important  source  of  revenue  to  institutions. 
TuitioDs/Apprppriations/Financial  Aid 

States  differ  in  their  reliance  on  tuition  to  cover  the  costs  of  providing  higher  education. 
Tuition  levels  alone  do  not  show  how  much  states  rely  on  ttiition  revenue,  since  a  low  tuition 
may  reflect  EITHER  low  per-student  expenditures,  or  a  low  portion  of  total  revenues  borne  by 
tuitions.  For  example,  tuitions  in  a  state  may  appear  high  relative  to  those  of  other  states,  but 
the  share  of  total  costs  students  bear  through  their  tuitions  may  be  low  if  state  and  local 
governments  cover  a  large  portion  of  high  educational  costs. 

Therefore,  to  show  states'  reliance  on  tuition  and  appropriations  to  finance  higher 
education,  the  amounts  of  revenue  generated  by  each  of  these  sources  should  be  compared  to 
total  E  &  G  revenue  per  full-time  equivalent  (FTE)  student.  (PTE  student  calculations  include 
both  graduate  and  undergraduate  students.)  The  most  recent  HEGIS  financial  data  that  provide 
this  information  are  from  1985-86,  and  are  presented  in  Table  7.  They  reveal  that  there  is 
substantial  variation  in  the  extent  to  which  public  higher  education  systems  depend  on  tuition 
revenue  to  finance  education.  In  several  states,  all  in  the  South  or  West,  tuition  revenues 
comprise  less  than  one  tenth  of  total  E  Si  G  revenues.  In  the  Northeast  and  North  Central 
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states,  mitions  comprise  a  relatively  large  portion  of  revenues-generally  20  percent  or  more.  The 
two  states  showing  the  greatest  reliance  on  tuition  are  both  in  New  England;  Vermont  depends 
on  tuition  for  44  percent  of  revenues,  and  in  New  Hampshire,  tuition  contributes  37  percent  of 
public  institutions'  revenues. 

Not  surprisingly,  there  appears  to  be  a  trade-off  between  tuition  levels  and  state  and  local 
appropriations.  In  states  where  tuition  represents  a  large  portion  of  revenues,  appropriations  are 
a  relatively  small  portion,  e.g.,  30  percent  in  Vermont  and  50  percent  in  New  Hampshire.  In 
contrast,  in  North  Carolina,  where  tuition  revenues  provide  only  8  percent  of  total  revenues,  state 
and  local  appropriations  contribute  80  percent.  In  most  states,  appropriations  contribute  more 
than  50  percent  of  total  E  &  G  revenues  at  public  higher  education  institutions. 

Increasingly,  states  are  also  figuring  financial  aid  into  state  financing  mechanisms  for 
higher  education.  In  a  working  paper  prepared  for  the  Education  Commission  of  the  States, 
Dennis  J.  Curry  notes  that  each  state's  strategy  for  establishing  the  appropriate  mix  of  tuition, 
appropriations,  and  financial  aid: 

is,  or  should  be,  based  on  such  considerations  as  how  available  higher  education  should 
be  and  to  whom,  the  extent  to  which  the  state  wishes  to  encourage  student  choice  among 
public  and  independent  institutions,  and  the  need  for  revenue  to  support  quality 
objectives  (Cuny,  1988,  p.  5). 

Data  on  financial  aid  reveal  large  differences  in  the  amounts  of  state  aid  provided  across 
states.  State  aid  seems  to  be  strongest  in  states  with  relatively  high  tuition  levels  and  states  in 
which  a  large  portion  of  students  attend  private  institutions.  Unfortunately,  the  available  data  do 
not  reveal  how  state  aid  is  distributed  across  the  public  and  private  sectors.  However,  in  many 
states  the  private  sector  of  higher  education  has  successfully  lobbied  legislators  to  provide  funding 
for  financial  aid  so  that  independent  institutions  can  better  compete  with  the  subsidized  tuitions 
charged  by  public  institutions.  NPSAS  data  on  financial  aid  indicate  that  about  25  percent  of  tA\ 
students  at  private  four-year  schools  received  some  form  of  financial  aid  from  state  sources  in  the 
fall  of  1986.  Table  8  indicates  the  amounts  of  state  grant  aid  per  FTE  undergraduate  student 
enrolled  in  the  state  (in  both  the  public  and  private  sectors)  in  1989-90. 
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TABLE  8 


State  Funding  for  Student  Financi*!  Aid 

In  1989-90 


STATE/REGION 
NEW  ENGLAND 
MAINE 

NEW  HAMPSHIRE 
VERMONT 
MASSACHUSETTS 
RHODE  ISLAND 
CONNECTICUT 

MIDDLE  ATLANTIC 

NEW  YORK 
NEW  JERSEY 
PENNSYLVAITIA 


Undergraduate 

Grant  Aid 
per  Full-time 
Undergraduate 


$72 
53 
509 
363 
260 
449 


729 
664 
405 


%  of 
Undergraduates 
Receiving  Aid 


16% 
5% 
49% 
20% 
22% 
24% 


66% 
45% 
36% 


State  Grant  $ 
as  %  of 
Higher  Education 
Appropriations 


1% 

2% 
19% 
11% 
8% 
7% 


13% 
8% 
10% 


EAST  NORTH  CENTRAL 

OHIO 

INDIANA 

ILLINOIS 

MICHIGAN 

WISCONSIN 


260 
379 
669 
295 
238 


38% 
30% 
44% 
21% 
29% 


5% 

7% 
12% 
6% 
5% 


WEST  NORTH  CENTRAL 

MINNESOTA 

IOWA 

MISSOURI 

N.  DAKOTA 

S.  DAKOTA 

NEBRASKA 

KANSAS 


513 
563 
132 
56 
27 
38 
95 


46% 
19% 
9% 
9% 
7% 
5% 
6% 


7% 
12% 
3% 
1% 
1% 
1% 
2% 


SOUTH  ATLANTIC 

DELAWARE 
MARYLAND 
VIRGINIA 
WEST  VIRGINIA 
N.  CAROLINA 
S.  CAROLINA 
GEORGIA 
FLORIDA 


66 
198 
153 
240 
263 
213 
166 

OA"! 


7% 

21% 

15% 
11% 
16% 
8% 
23% 
18% 


1% 
3% 
2% 
5% 

4% 
3% 
3% 


TABLE  8 


State  Funding  for  Student  Financial  Aid 
In  1989-90  (Continued) 

Undergraduate  State  Grant  $ 
Grant  Aid                    %  of  as  %  of 

STATE/REGION  per  Full-time         Undergraduates  Higher  Education 

Undergradviate  Receiving  Aid  Appropriations 


EAST  SOUTH  CENTRAL 


KENTUCKY  148  25%  3% 

TENNESSEE  160  20%  3% 

ALABAMA  77  8%  2% 

MISSISSIPI  16  3%  1% 

WEST  SOUTH  CENTRAL 


ARKANSAS  85  22%  2% 

LOUISIANA  84  5%  2% 

OKLAHOMA  334  18%  7% 

TEXAS  267  5%  4% 

MOUNTAIN 


MONTANA  17  5%  0% 

IDAHO  17  3%  0% 

WYOMING  16  4%  0% 

COLORADO  179  25%  4% 

NEW  MEXICO  203  23%  3% 

ARIZONA  35  5%  1% 

UTAH  152  3%  4% 

NEVADA  24  2%  0% 

PACIFIC 


WASHINGTON  106                         15%  2% 

OREGON  133                         20%  3% 

CALIFORNIA  240                         12%  3% 

ALASKA  23                           2%  1% 

HAWAII  218                            3%  2% 

Source:  National  Association  of  State  Scholarship  and  Grant  Programs, 

Annual  Survey  Report,  1989-90  Academic  Year,  Tables  21,  22,  &  23, 
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Why  States  Support  Higher  Education 

Although  the  extent  and  form  of  state  support  of  higher  education  vary,  every  state 
helps  defray  the  costs  of  higher  education  at  public  institutions  to  students  and  their  families  by 
subsidizing  tuitions.  In  fact,  spending  on  higher  education  is  the  second  largest  component  of 
state  spending,  behind  funding  for  elementary  and  secondary  education.  In  1987,  approximately 
60  billion  doUars  or  10.5  percent  of  total  spending  by  state  governments  was  dedicated  to  higher 
education  (Gold,  1990).  There  are  many  commonly  held  rationales  for  government  subsidies  to 
higher  education.  Several  of  these  arguments  are  discussed  below. 

Higher  Education  Benefits  Sodety.  One  argument  for  the  public  provision  of  higher 
education  is  that  an  educated  citizen  benefits  to  society,  and  that  without  low  public  tuition,  an 
individual  would  lack  the  incentive  to  obtain  the  optimal  level  of  higher  education  for  sodety.  A 
government  subsidy  that  reduces  the  cost  of  education  can  make  education  a  more  attractive 
investment  by  increasing  its  rate  of  return.  Examples  of  potential  benefits  to  states  in  subsidizing 
higher  education  include  the  higher  tax  revenues  that  educated,  well-paid  individuals  pay,  and  a 
supply  of  people  trained  and  employed  in  critical  fields,  such  as  medicine. 

This  rationale  assumes  that  the  total  benefits  to  society  of  subsidizing  public  education 
equal  or  exceed  the  costs  of  providing  the  subsidy,  and  that  these  benefits  would  not  accrue  (or 
would  be  substantially  diminished)  absent  a  subsidy  (Leslie  and  Brinkman,  1988). 

Subsidies  to  Higher  Education  Promote  Economic  Development  One  possible  social 
benefit  of  public  support  of  higher  education  is  that  it  fosters  economic  development  in  several 
ways  (Leslie  and  Brinkman,  1988).  Higher  education  institutions  are  large  employers  in  the 
communities  where  they  are  located.  Higher  education  can  also  help  to  create  a  trained  work 
force  to  attract  private  investment;  this  investment,  in  turn,  fuels  economic  development.  The 
resources  of  higher  education  institutions-facultj*  expertise,  powerful  computer  networks,  and 
laboratories,  to  name  a  few-can  offer  the  possibility'  of  mutually  beneficial  arrangements  with  the 
business  communit\-.  such  as  partnerships  wiih  industry-,  assistance  to  small  business,  training  and 
conference  facilities,  etc.  {A-ASCU.  19S"'-  S:aic  higher  cducaiion  sy.^tcms  -ay  also  promoie  oihcr 
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research  and  development  endeavors  and  provide  valuable  public  services  (e.g.,  agricultural 
extension). 

The  link  between  higher  education  and  economic  development  appears  to  have  intensified 

in  recent  years.  A  1984  survey  of  comprehensive  higher  education  institutions  in  the  U.S. 

revealed  that  institutions  varied  widely  in  the  type  and  degree  of  contact  they  maintained  with 

industry.  The  survey  identified  two  broad  types  of  industry-related  programs  in  which  institutions 

participated:  collaborative  research  mechanisms  and  knowledge  transfer  mechanisms.  Examples 

of  each  include: 

Collaborative  fResearch^  Mechanisms 

Government-Funded  University  Research  Assisting  Industry; 

Industry-Funded  University  Research; 

Jointly  Owned  or  Shared  Laboratory  Facilities; 

Consortia; 

•        Knowledge  rrransfer")  Mechanisms 

Consultation; 
Industrial  Liaison; 
Industrial  Park; 

Personnel  Exchange  (Logan,  1984,  p.  2). 

In  at  least  one  state,  South  Dakota,  higher  education  institutions  have  received,  along 
with  increased  state  appropriations  and  budget  flexibility,  a  challenge  from  the  governor  to 
promote  economic  development  through  research,  small  business  development,  industrial 
partnerships,  and  provision  of  graduate  programs  in  areas  that  foster  economic  progress  in  the 
state  (e.g.,  tourism,  chemistry,  and  biological  food  sciences). 

Several  states  also  advertise  low  tuitions  in  public  colleges  and  universities  to  attract  new 
businesses.  These  states  (which  include  North  Carolina,  Ohio,  Oklahoma,  Texas,  Wisconsin,  and 
New  Mexico)  have  adopted  policies  that  waive  residency  requirements  for  the  families  of 
entrepreneurs  and  employees  of  companies  that  move  into  the  state,  so  that  they  can  benefit 
from  low  in-state  tuition  rates  (Blumenstyk,  1989). 

Subsidized  Tuitions  Promote  Access  to  Higher  Education.  According  to  some, 
government  subsidies  to  higher  education  promote  equal  educational  opportunity.  Under  this 


rationale,  qualified  individuals  who  otherwise  could  not  afford  to  pay  the  fuU  cost  of  obtaining  a 
higher  education  would  be  shut  out  of  the  system  without  public  support  in  the  form  of  low 
tuition.  Therefore,  by  keeping  higher  education  costs  low  for  all  students,  states  help  ensure 
access  to  higher  education  for  students  who  otherwise  could  not  afford  to  attend  coUege.  One 
reason  that  sutes  might  consider  subsidizing  higher  education  is  that  many  students  would  not 
ordinarily  be  able  to  borrow  funds  to  pay  for  the  immediate  costs  of  education  against  the  future 
value  of  their  education  (Marshall,  King,  and  Briggs,  1980). 

Higher  Education  Is  an  FjititlemenL  Some  people  believe  that  higher  education  should 
be  available  to  every  qualified  student,  regardless  of  his  or  her  economic  status,  much  like 
elementary  and  secondary  education.  To  meet  this  goal,  states  must  appropriate  large  sums  of 
money  to  public  higher  education  (Atkinson  and  Stiglitz,  1980). 

Subsidies  Encourage  Students  to  Stay  in  State.  Another  argument  for  state  support  of 
public  higher  education  institutions  is  that  low  tuitions  encourage  students  to  remain  within  their 
home  state  to  attend  college,  whereas  without  the  enticement  of  low  in-state  tuitions,  many 
students  might  leave  the  state  to  attend  other  higher  education  institutions. 

Low  Tuitions  Enable  Students  to  Fmance  Their  Own  Education.  Another  argument  for 
state  subsidies  of  higher  education  is  that  low  tuition  is  the  best  way  to  reduce  students'  reliance 
on  their  parents  to  meet  the  costs  of  obtaining  higher  education.  These  critics  note  that  current 
financial  aid  formulas  determine  a  student's  need  by  subtracting  an  expected  family  contribution 
from  total  costs;  thus,  parents'  unwillingness  or  inability  to  pay  college  tuitions  can  distort 
students'  ability  to  finance  higher  education  (Bowen,  1971). 

Subsidies  Give  State  Governments  Contml  Over  Higher  Education.  Others  have 
advocated  state  subsidies  to  higher  education  to  facilitate  public  control  of  higher  education, 
which  is  critical  to  a  variety  of  short-  and  long-term  societal  goals.  Supporters  of  this  notion 
argue  that  if  tuition  represented  a  larger  portion  of  total  educational  costs,  the  short-term 
interests  of  students  might  take  precedence  over  the  long-term  goals  and  public  service 
responsibilities  of  higher  education  that  ultimately  benefit  the  state  (Bowen.  1971). 
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None  of  the  rationales  for  public  subsidies  of  higher  education  is  based  solely  on 
empirical  evidence,  and  none  is  universally  accepted.  All  the  arguments  are  premised  on  a  vision 
of  higher  education  and  the  role  government  should  play  in  it.  As  suggested  by  the  variation  in 
appropriation  levels  noted  above,  states  differ  in  the  degree  to  which  they  embrace  these 
arguments.  Other  factors  that  affea  the  type  and  degree  of  government  support  to  education 
are  the  socio-economic  conditions  of  institutions  and  the  states  in  which  they  are  located. 
Several  of  these  factors  are  described  below. 
Petermipant?;  of  Tuition  Levels  and  Changes 

A  variety  of  fartors  shape  the  financing  of  higher  education  in  each  state.  The  political 
and  economic  climate  of  the  state,  competition  from  private  higher  education  institutions,  other 
demands  for  state  dollars,  voter/tax-payer  interests,  demographic  trends,  and  the  availability  of 
alternative  revenue  sources  all  play  roles.  Some  states  have  unique  considerations,  as  well;  North 
Carolina,  for  example,  is  bound  by  the  state  constitution  to  keep  tuitions  low  for  in-state 
students.  The  principal  fartors  affecting  changes  in  tuition  levels  at  public  higher  education 
institutions  are  described  below. 

Fluctuations  in  State  Revenues 

The  major  source  of  revenue  to  most  pubUc  higher  education  systems  is  state  government 
appropriations,  which  are  likely  to  be  driven  by  the  total  amount  of  revenue  available  to  a  state. 
Income  and  sales  taxes  generate  the  largest  portion  of  state  revenues,  and  both  of  these  taxes 
depend  on  the  level  of  economic  artivity  within  a  state.  If  a  state  is  enjoying  a  period  of 
economic  growth  accompanied  by  real  increas»is  in  income,  tuition  growth  might  slow  as  more 
revenue  becomes  available  for  higher  education.  Conversely,  if  state  economic  growth  slows,  then 
less  money  is  likely  to  be  available  to  higher  education  and  upward  pressure  may  be  put  on 
tuition. 

The  increases  in  public  sector  tuitions  from  1980  to  1985  (5  percent  real  annual  increases) 
in  the  1980s  were  in  part  influenced  by  the  need  to  rely  on  tuition  to  cover  shortfalls  in  state 
appropriations  as  the  nation  experienced  a  recession  and  many  states  suffered  slow  (or  negative) 
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economic  growth.  Tuition  increases  during  this  period  signiGcantly  outpaced  growth  in  state  and 
local  appropriations  to  public  institutions,  indicating  that  state  systenis  of  higher  education  placed 
increasing  reliance  on  tuition  as  a  source  of  revenue. 

The  American  Association  of  State  Colleges  and  Universities  surveys  its  state 
representatives  annually  coneeming  the  fiscal  outlook  for  public  higher  education  institutions  in 
their  sutes.  Strong  regional  variations  emerge  with  respect  to  the  condition  of  state  economies, 
budget  outcomes  for  higher  education  and  the  likelihood  of  mid-year  adjustments,  predictions  for 
higher  education  budgets  in  the  coming  year,  and  the  prospect  of  generating  new  revenues  for 
higher  education*  The  report  states  that,  "State  economies  have  a  direct  bearing  on  state 
appropriations'*  but  also  warns  that: 

state  economies  are  too  volatile  and  too  closely  tied  to  shifts  in  the  national 
economy  to  allow  placing  a  lasting  label  on  a  state  or  geographical  region.  The 
Massachusetts  miracle  can  now  be  declared  "a  few  good  years"  as  the  AASCU 
state  [represcnutive]  reports  not  only  a  poor  and  uncertain  economy  but  one 
headed  for  recession*  The  much-hailed  "bi-coastal  economy,"  from  which 
weakening  performances  were  reported  last  year  by  the  state  reps,  now  sees  an 
economic  downturn  in  its  Eastern  Seaboard  states  that  threatens  that  title 
(AASCU,  1990,  p.  3). 

Examples  from  a  variety  of  states  illustrate  the  strong  impaa  of  state  economies  on  public 
higher  education*  In  the  Northeast,  particularly  New  England,  higher  education  has  suffered  the 
consequences  of  the  economy^s  slowing  growth*  In  at  least  one  of  the  last  two  years,  state 
appropriations  for  public  higher  education  have  been  cut  in  Massachusetts,  Rhode  Island,  New 
Jersey,  and  Vermont.  These  cutbacks  have  been  attributed  to  slumps  in  the  Northeastern 
economy.  Public  higher  education  in  Massachusetts  appears  to  be  among  the  hardest  hit; 
institutions  have  lost  funding,  programs  have  been  cut  (which  in  some  cases  has  lengthened  the 
amount  of  time  required  for  students  to  complete  degrees),  expenditures  for  library  books  were 
the  lowest  in  the  nation  in  1989-90  and  expected  to  decrease  8  percent  in  1990-91,  and 
approximately  1,000  positions  h?.ve  been  left  vacant. 

However,  recovering  economies  in  several  Midwestern  and  Western  states  have  facilitated 
budget  increases  for  higher  education  institutions  there.  For  example,  in  Utah,  Idaho,  Colorado. 

45 

o  oOu 
ERLC 


South  Dakota,  and  Iowa,  public  higher  education  has  received  significant  budget  increases  in  one 
or  both  of  the  last  two  years.  In  these  states,  too,  fluctuations  in  funding  for  public  higher 
education  is  considered  directly  linked  to  the  condition  of  the  state  economy. 
Competition  Frpm  Other  Areas  of  Government 

Even  where  strong  economies  have  increased  the  total  amount  of  revenue  available  to 
state  and  local  governments,  other  areas  of  government  for  these  funds  may  absorb  the  additional 
funds  and  prevent  any  windfall  appropriation  to  higher  education  budgets.  To  the  extent  that 
other  areas  of  state  and  local  governments  make  claims  to  state  resources,  fewer  resources 
become  available  for  higher  education.  In  North  Carolina,  for  example,  repairing  damage  caused 
by  Hurricane  Hugo  in  1989  has  been  a  top  priority  of  the  state  government  The  unexpected 
expense  of  this  project,  coupled  with  lower  than  anticipated  revenues,  left  fewer  resources  to 
divide  among  other  state  funding  areas,  including  higher  education. 

Nationally,  two  areas  of  strongest  growth  within  state  spending  have  been  Medicaid  and 
correaions.  Spending  on  both  of  these  functions  increased  by  more  than  50  percent  between 
1977  and  1987  as  a  share  of  state  personal  income  (Gold,  1990),  As  these  and  other  government 
responsibilities  tie  up  state  resources,  increases  in  appropriations  to  higher  education  are  limited, 
which  in  turn  places  upward  pressure  on  tuitions  as  a  source  of  revenue. 

Revenue  Amounts  From  Other  Sources 

Another  factor  that  contributes  to  increased  reliance  on  tuition  is  changes  in  revenue 
sources  other  than  tuition  and  government  appropriations.  For  example,  a  decline  in  Federal 
assistance  to  states,  either  in  the  form  of  direct  assistance  to  public  institutions  or  broader 
assistance  to  the  states,  can  have  consequences  for  public  higher  education.  REGIS  data  show 
that  Federal  assistance  to  public  four-year  schools  other  than  universities  (a  combination  of  direct 
appropriations,  grants,  and  contracts),  declined  about  10  percent  between  1975  and  1985  in  real 
terms.  Among  public  universities.  Federal  assistance  essentially  remained  constant  between  1975 
and  1985.  Federal  awards  to  public  tVr'o-year  schools  also  declined  by  about  a  third  over  this 
time. 
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The  proportion  of  student  financial  aid  provided  by  the  Federal  government  has  been 
declining  steadily  during  the  1980s  (Lewis,  1989).  In  control,  the  percentages  of  aid  contributed 
by  states  and  institutions  have  both  been  increasing  during  the  same  period,  though  the  Federal 
government  continues  to  provide  approximately  three-fourths  of  total  student  aid  dollars. 
Between  the  1980-81  and  1988-89  school  years,  state  grant  programs  increased  47  percent  to  $1.6 
billion  dollars;  these  awards  represent  about  sbc  percent  of  all  aid  dollars  (Lewis,  1989). 

Moreover,  the  relative  shift  from  grants  to  loans  in  financial  aid  program  has  raised 
additional  concerns  about  economic  barriers  to  higher  education.  Several  states  have 
strengthened  aid  policies  to  reduce  these  barriers.  For  example,  the  Kentucky  Higher  Education 
Assistance  Authority  reports  that  the  state  legislature  approved  a  64  percent  increase  in  state 
funded  student  financial  aid,  from  $12.8  miUion  in  fiscal  year  1990  to  $21  miUion  in  fiscal  year 
1991.  Most  of  this  increase  will  fund  Kentucky's  CoUege  Access  Program,  which  provides  need- 
based  grants  for  the  first-two  years  of  college;  the  amotmt  of  the  grant  is  $640,  the  annual  tuition 
charged  by  community  colleges  in  the  state,  though  the  grant  is  "portable"  and  can  be  used  at 
any  eligible  college  in  the  state. 

Public  higher  education  institutions  in  several  states  have  tapped  other  revenue  sources 
through  aggressive  fund-raising  efforts.  Voluntary  contributions  to  public  higher  education, 
especially  from  corporations,  have  risen  steadily.  According  to  a  recent  survey  conducted  by  the 
Council  for  Aid  to  Education,  public  colleges  and  universities  received  over  half  of  the  corporate 
dollars  to  higher  education  in  1988-89  (though  private  institutions  continue  to  receive  more 
corporate  support  per  student).  Twelve  of  the  20  colleges  and  universities  reporting  the  most 
corporate  support  are  public  institutions.  Table  9  lists  the  20  colleges  and  universities  reporting 
the  most  corporate  support  in  1988-89  and  the  20  institutions  reporting  the  most  total  voluntary 
support  in  the  same  year. 

Public  Pressures 

Taxpayer  and  voter  opinion  can  also  influence  state  appropriations  by  promoting  either  a 
high  or  low  tuition  policy.  On  one  hand,  taxpayers  favor  low  tuitions  for  state  residents  because 
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TABLE  9 


Corporate  asd  Total  Voluntary  Support  of  EBgber  Education  Institutions 

1988-89 


The  20  Colleges  and  Universities  Reporting  the  Most  Corporate  Support  in  1988-89  (public 
institutions  in  bold) 


Massacnxisetts  Institute  of  Technology 

$44,553,383 

Cornell  University 

42,183,453 

XT     •                *A              ^  way                     •           -m  0-  -mm 

Umvezfiaty  of  msconain,  Madison 

39,576,693 

Stanford  University 

38,252,921 

TTnivnnaiy  nf  MinnAonfja 

34,732,843 

Ohio  State  Umversity 

29,780,406 

Duke  University 

28,236,970 

University  of  Southern  California 

28,236,970 

University  of  Washington 

26,689,125 

Texas  A  &  M  Umvemty 

26,369,554 

University  of  Pennsylvania 

25,698,494 

University  of  California^  Berkeley 

25,641,780 

University  of  IQinois 

25,057,427 

Pennsylvania  State  University 

23,874,314 

UniverBity  of  Fbrida 

21,314,067 

Miriiigan  State  University 

20,925,803 

Harvard  University 

19,742,189 

Northwestern  University 

18,174,244 

University  of  California,  lios  Angeles 

17,124,150 

University  of  Colorado 

16,695,440 

The  20  Colleges  and  Universities  Reporting  the  Most  Voluntary  Support  in  1988-89 
(public  institutions  in  bold) 


Stanford  University 

Harvard  University 

Cornell  University 

University  of  Pennsylvania 

Coliunbia  University 

University  of  Southern  California 

University  of  Wisconsin,  Madison 

Dxike  University 

University  of  Minnesota 

Massachusetts  Institute  of  Technology 

The  Johns  Hopkins  University 

Princeton  University 

Washington  University 

University  of  Illinois 

University  of  California,  Los  Angeles 

University  of  Michigan 

Ohio  State  University 

University  of  California,  Berkel^r 


95,719,423 


$188,635,513 
185,353,003 
157,072,064 
121,945,814 
110,422,711 
102,628,589 
102,232,856 
102,016,708 
100,170,258 

84,062,176 
80,315,536 
76,411,473 
73,095,606 
72,824,549 
70,711,706 
68,522,917 
68^2,804 


Source:  Council  for  Aid  to  Education,  Voluntary  Sut)PQrt  of  Education  1988>89  (to  be  released  July 
1990). 


most  people  want  low  college  tuitions  to  be  available  for  themselves,  their  children,  and  their 
grandchildren.  On  the  other  hand,  the  concept  of  a  "user  fee"-that  the  cost  of  providing  a 
public  service  should  be  paid  principally  by  those  who  use  that  service-is  gaining  popularity. 
The  "user  fee"  notion  in  public  higher  education  might  translate  into  higher  tuitions,  which  would 
make  students  pay  a  larger  portion  of  the  costs  of  providing  their  education.  This  concept  may 
be  particularly  popular  among  those  who  believe  that  most  of  the  benefits  of  higher  education 
(e.g.,  higher  pay)  accrue  to  the  individual  student,  rather  than  to  society  at  large. 

In  several  sutes,  students  have  been  vocal  about  keeping  tuitions  low.  In  New  York,  a 
1989  legislative  proposal  to  reduce  higher  education  appropriations  prompted  widespread  student 
protests  at  the  City  University  of  New  York,  where  students  occupied  campus  faciUties,  and 
sporadic  protests  throughout  the  State  University  of  New  York  system.  FoUowing  the  protests, 
the  governor  vetoed  the  budget  cuts  and  redistributed  some  funds  from  the  state  financial  aid 
budget  to  public  institutions'  appropriations  wO  avert  any  tuition  increase.  Students  have  also 
protested  recent  tuition  increases  at  public  institutions  in  New  Mexico,  Massachusetts,  and 
elsewhere. 

The  increasing  costs  of  providing  higher  education,  which  are  typically  passed  on  to  both 
students  and  states,  have  also  prompted  a  growing  concern  with  accountability.  This  concern  has 
fueled  a  widespread  assessment  movement.  Given  increasing  competition  for  funding  from  other 
areas  of  state  govenmient,  accountability  measures  have  become  increasingly  important  to 
convince  policy  makers  and  the  public  of  the  importance  of  investing  in  public  higher  education. 
Assessment  measures  have  generally  been  initiated  through  state  governors,  legislatures,  or  state 
coordinating  boards  to  evaluate  the  performance  of  higher  education  institutions  (NASULGC, 
1988;  Munitz  &  Lawless,  1986). 

The  Education  Commission  of  the  state  has  surveyed  of  State  Higher  Education 
Executive  Officers  concerning  assessment  initiatives.  In  studying  differences  across  states,  they 
found  that  "not  only  do  their  governance  structures  for  public  higher  education  differ,  so  too  do 
their  political  'cultures.'  These  cultures  dramatically  affect  how  the  states  respond  to  the  issue  ol" 
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assessment"  (Education  Commission  of  the  States,  1987,  p.  2).  The  ECS  report  higWights  the 
following  state  assessment  programs  as  examples  from  the  •'mosaic  of  state  initiatives"  in 
assessment  activities: 

•  Mandated  statewide  testing  programs; 

•  Testing  for  teacher  education; 

•  Early  intervention  programs; 

•  Encouraging  institutional  action; 

•  Assessment  within  existing  state-wide  mechanisms; 

•  Statewide  monitoring  of  other  outcomes  (Education  Commission  of  the  States, 
1987,  pp.  4-5); 

NGx  of  PublicyPrivatc  Institutions  in  State 

The  relative  sizes  of  tuition  and  state  appropriations  for  higher  education  also  appear  to 
be  influenced  by  the  mix  of  public  and  private  institutions  in  the  state.  In  a  number  of  states 
with  a  large  private  sector  of  higher  education  institutions,  particularly  in  the  Northeast  (New 
England  and  Middle  Atlantic  regions),  public  institutions'  tuitions  are  higher  than  the  national 
average  but  there  is  a  significant  amount  of  state-provided  student  aid.  Such  is  the  case,  for 
example,  in  New  York  and  Vermont.  Unfortunately,  available  data  do  not  permit  analysis  of 
how  state  financial  aid  is  distributed  between  the  public  and  private  sectors. 

Demographic  Trends 

Demographic  trends  can  also  shape  state  funding  to  higher  education,  and  patterns  of 
population  growth  are  of  heightened  importance  in  states  that  want  to  maintain  access  to  higher 
education  for  all  eligible  students.  In  Utah,  for  example,  the  State  Board  of  Regents  reported 
that  an  increase  of  nearly  eight  percent  in  state  appropriations  for  higher  education  between 
1989-89  and  1990-91  is  attributable  not  only  to  an  improved  state  economy,  but  also  to  the  state's 
efforts  to  maintain  an  open  access  enrollment  policy  in  the  face  of  rapid  enrollment  growth.  The 
additional  funding  will  be  used  not  only  to  improve  quality  but  mostly,  almost  entirely,  to  handle 
the  additional  students. 
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In  Massachusetts,  the  crisis  in  higher  education  funding  compelled  public  higher 
education  institutions  to  deny  admission  to  approximately  6,000  prospective  students  in  1989-90, 
whereas  the  community  colleges  had  maintained  a  policy  of  open  enrollment  to  all  eligible 
students  prior  to  1989.  The  OfQce  of  Higher  Education  in  Rhode  Island  reports  that  despite  a 
significant  drop  in  the  number  of  high  school  graduates  in  Rhode  Island,  enrollments  at  pubUc 
higher  education  institutions  have  peaked  due  to  increasing  numbers  of  out-of-state  students, 
particularly  from  Massachusetts  and  New  Jersey. 

Future  Trends  in  Public  Sector  Ftimllmftnts  and  Tuitions 
Public  higher  education  in  the  U.S.  has  undergone  extensive  changes  over  time  to  meet 
the  need  of  states  and  their  citizens.  There  is  no  indication  that  the  role  of  the  public  sector 
will  significantly  decrease  over  time.    A  common  concern,  however,  is  whether  tuition  increases 
in  the  public  sector  will  continue  in  the  future  and  whether  the  costs  of  attending  public  colleges 
and  universities  will  be  beyond  the  reach  of  many  American  families. 

Although  it  is  exceedingly  difficult  to  predia  accurately  the  future  course  of  public  higher 
education,  several  recent  publications  have  forecasted  future  enrolhnents  in  and  expenditures  for 
public  higher  education.  In  general,  it  seems  likely  that  the  trend  for  increasing  tuitions  in  the 
public  sector  will  continue  in  the  1990s. 

The  National  Center  for  Educational  Statistics  (NCES,  1989)  has  projected  a  maximum 
enrollment  growth  of  12  percent  at  four-year  public  schools  and  13  percent  among  public  two- 
year  institutions  between  1989  and  2000.  These  "high"  estimates  assume  that  a  growing 
proportion  of  older  students  will  attend  coUege,  thereby  offisetting  an  anticipated  decline  in  the 
number  of  students  between  the  ages  of  18  and  24.  If  older  students  do  not  enroll  in  sufficient 
numbers  to  compensate  for  the  decline  in  the  number  of  younger  students,  NCES  projects  that 
enrollments  at  both  public  four-year  and  two-year  enrollments  will  decline  by  about  5  percent 
(NCES,  1989). 
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NCES  has  also  projected  per-studcnt  expenditures  (on  a  current-fund  basis)  for  four-year 
and  two-year  public  institutions.  Using  different  assumptions  regarding  income  growth,  NCES 
forecasts  that  these  expenditures  will  grow  between  5.9  and  6.6  percent  annually  between  1989 
and  1994  at  four-year  public  schools  and  between  72  and  8.1  percent  at  two-year  public  schools, 
after  inflation  (NCES,  1989). 

The  expenditure  increases  forecast  by  NCES  are  driven  in  large  part  by  projeaed 
increases  in  disposable  income.  There  is  evidence  that  growth  in  disposable  income  is  related  to 
increases  public  appropriations.  Using  annual  appropriations  data  for  each  state  from  1980 
through  1988,  we  have  found  (using  regression  methodology)  that  a  one  percent  increase  in  a 
state's  real  per-capita  disposable  income  over  this  time  was  associated  with  a  0.93  percent 
increase  in  real  appropriations  after  controlling  for  enrollment  levels. 

Whether  or  not  increases  in  income  (or  other  factors  that  may  raise  expenditures)  will 
lead  to  higher  tuitions  is  a  difBcult  question  to  address,  since  an  increase  in  appropriations  may 
or  may  not  lead  to  higher  tuitions.  Whether  or  not  it  does  depends  largely  on  how  states 
determine  tuition  levels.  In  a  state  where  tuitions  are  set  to  cover  a  specified  share  of  total 
educational  expenditxires,  higher  appropriations  will  be  associated  with  higher  tuitions  for 
students.  However,  these  higher  tuitions  are  not  necessarily  "bad"  from  the  student's  perspective 
if  the  higher  tuitions  and  expenditures  are  buying  a  higher-quality  education. 

Conversely,  higher  appropriations  could  lead  to  lower  tuitions  in  states  where  tuition 
represents  the  residual,  or  difference,  between  the  cost  of  providing  higher  education  and  state 
appropriations.  In  these  states,  however,  it  is  important  to  realize  that  tuitions  may  increase  over 
time  as  educational  expenditures  increase.  Tuition  increases  can  be  averted  in  a  state  that  is 
able  to  increase  its  appropriations  to  higher  education  to  match  increases  in  institutional 
expenditures.  But  if  educational  expenditures  increase  (for  example,  as  a  result  of  increasing 
staffing  costs),  states  will  have  to  match  these  increases  to  prevent  tuitions  from  rising.  If  a  state 
cannot  or  will  not  increase  appropriations  in  the  face  of  higher  expenditures,  then  tuition  will 
likely  increase. 


There  are  several  indications  that  sutes  may  increase  their  reliance  on  tuition  in  the 
future.  Firet  among  these  is  the  fact  that  many  states  enacted  tax  reforms  following  the  passage 
of  Federal  tax  reform  in  1987.  As  a  result,  state  tax  systems  have  become  less  "elastic";  that  is, 
a  given  level  of  economic  growth  within  a  state  produces  a  smaller  amount  of  government 
revenue  than  it  has  in  the  past  (Gold,  1990). 

Second,  if  other  publicly  provided  services  continue  to  grow  or  require  additional  funding 
in  the  1990s,  higher  education  will  have  to  compete  with  other  areas  of  government  for  state  tax 
revenue.    As  noted  above,  higher  education  already  faces  increased  competition  for  available 
state  funding  from  many  other  budget  categories,  such  as  corrections  and  Medicaid. 

Ultimately,  though,  the  extent  to  which  states  increase  reliance  on  tuition  to  cover  higher 
educational  expenditures  is  likely  to  vary  across  states  and  depend  largely  on  the  health  of 
individual  state  economies.  Strong  economies  will  be  able  to  moderate  tuition  increases. 
However,  states  with  weak  economies  states  will  have  to  reduce  the  overall  expenditures  of  public 
higher  education  systems  or  seek  sources  of  other  revenue  to  make  up  for  shortfalls  in 
appropriations.  The  latter  route  may  lead  to  increased  tuitions. 

Although  tuitions  have  increased  in  real  terms  throughout  the  1980s  and  very  weU  may 
continue  to  do  so  in  the  future.  "While  this  prospea  worries  some,  others  argue  that  charging 
higher  tuitions  is  not  necessarily  a  bad  idea.  Under  the  current  system  of  public  higher 
education,  all  students  attending  at  a  public  higher  education  institution  are  charged  the  same 
tuition;  most  public  institutions'  tuitions  are  lower  than  most  private  institutions'  tuitions  since 
state  and  local  governments  subsidize  students  through  appropriations  to  higher  education.  This 
subsidy  is  provided  to  all  students,  regardless  of  the  student's  income  or  that  of  his  or  her  family. 
For  example,  Table  2  above  showed  that  27  percent  of  students  at  four-year  public  college  came 
from  families  with  incomes  of  over  $50,000.  Presumably  some  of  these  famiUes  could  afford  to 
pay  higher  tuitions  than  those  charged  by  most  public  institutions. 

Some  critics  (e.g.,  Fischer.  1990)  argue  thai  the  current  method  of  public  subsidy  is 
inefficient  and  wasteful  because  ii  provides  equal  subsidies  lo  students  who  can  afford  the  tuition 


and  to  students  who  cannot.  They  also  allege  that  the  current  system  works  against  the  poorest 
students,  who  cannot  afford  to  pay  even  the  reduced  tuitions  charged.  These  critics  advocate  a 
policy  of  higher  tuition  at  public  institutions  combined  with  higher  need-based  student  financial 
aid  awards.  They  argue  that  such  a  policy  would  require  students  who  could  afford  it  to  pay  for 
a  much  larger  portion  of  educational  costs,  while  students  who  could  not  pay  the  fuU  tuition 
would  receive  substantial  discounts  through  financial  aid  awards.  According  to  the  theory,  the 
neediest  students  would  ultimately  pay  less  in  net  tuition  expenses  than  they  do  currently. 

The  proposal  that  states  raise  their  tuition  levels  to  cover  a  larger  portion  of  costs  is 
certainly  not  without  its  critics.  One  criticism  is  that  needy  students  might  be  less  inclined  to 
apply  to  public  institutions  if  they  were  faced  with  higher  "sticker"  prices.  Moreover,  these 
individuals  might  not  be  aware  of  the  availability  of  financial  aid.  Several  studies,  including  the 
High  School  and  Beyond  Survey,  a  nationally  representative  sample  of  high  school  sophomores 
and  seniors  in  1980,  have  indicated  that  students  are  largely  unaware  of  many  financial  aid 
programs,  including  the  Basic  Educational  Opportunity  (now  Pell)  Grant  program  and  the 
Guaranteed  Student  (now  Stafford)  Loan  program. 

Another  argument  against  raising  tuition  is  that  higher  tuitions  might  dissuade  prospective 
students  from  pursuing  higher  education.  Currently,  low  tuitions  at  public  institutions  encourage 
students  to  attend  college.  If  a  state  were  to  reduce  the  subsidy  and  raise  tuition,  some 
prospective  students  who  could  afford  to  pay  this  higher  cost  might  choose  not  to;  these  would 
either  enroll  at  another  school  or  choose  not  to  attend  college  at  all.  For  example,  the  student 
who  considers  higher  education  worth  $2,000  a  year  would  enroll  if  tuition  were  $1,000  or  $2,000, 
but  not  if  it  were  raised  to  $3,000. 

Others  argue  against  the  high  tuitioa/high  aid  proposal  on  the  grounds  that  some 
individuals  who  need  aid  might  not  receive  it.  A  policy  of  universal  subsidy  by  definition  assures 
that  all  students  receive  at  least  some  subsidy,  though  at  the  cost  to  states  of  providing  subsidies 
to  students  who  would  be  able  to  afford  higher  educaiion  without  a  large  state  subsidy. 
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Although  a  policy  of  raising  public  tuition  was  extensively  discussed  in  the  1970s,  states 
have  not  greatly  increased  their  reliance  upon  tuiUon  as  a  source  of  revenue.  States  may  have 
been  reluctant  to  raise  public  tuitions  for  several  reasons.  One  is  that  citizens  in  many  states 
have  become  accustomed  to  relatively  low  tuitions,  and  a  poUcy  of  increasing  tuition  would 
appear  to  place  financial  burden  on  many  students  and  their  famflies.  A  second  reason  is  that 
by  offering  a  subsidy  to  aU  students,  a  state  gives  itself  a  competitive  advantage  over  more 
expensive  institutions.  A  state  that  raised  tuition  could  lose  students  to  private  schools  or  pubUc 
institutions  in  other  states,  thereby  losing  some  of  the  potential  benefits  of  maintaining  public 
higher  education  institutions. 

The  question  of  whether  a  state  should  raise  its  tuition  is  in  large  part  a  political  one 
that  is  driven  by  concerns  for  affordabUity  within  a  state  and  the  abUity  of  the  state  to  provide 
resources  for  higher  education.  In  the  long  run,  however,  fiscal  necessity  may  continue  to  move 
states  towards  poUcies  of  raising  tuitions.  However,  given  the  pre-eminence  of  equal  educational 
access  in  discussions  of  pubUc  higher  education,  provision  would  probably  be  made  to  ensure  that 
financial  aid  be  made  available  to  needy  students  even  if  tuition  were  to  increase. 

Conclusion 

Although  public  institutions  are  ahnost  as  different  as  they  are  numerous,  they  share 
many  common  concerns.  Public  higher  education  is  frequently  charged  with  the  responsibility  of 
promoting  educational  opportunities  for  the  socially,  economically,  and  academically 
disadvantaged.  At  the  same  time,  it  is  looked  to  as  the  vanguard  of  technology,  intellect,  and 
cultural  achievement.  Moreover,  many  states  view  their  support  of  pubUc  higher  education  as  an 
investment  in  the  state's  future  economic  development. 

In  some  states,  a  single  institution  or  multi-campus  system  satisfies  the  many  demands  of 
students,  state  and  local  governments,  and  the  public.  In  most  states,  however,  the  multiple 
functions  of  public  higher  education  are  carried  out  by  a  variety-  of  ven-  different  institutions: 
two-vear  and  four-year,  large  and  small,  urban  and  rural,  residential  and  commuter.  The 
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stereotypical  land-grant  state  university  has  not  become  so  much  outdated  as  it  has  been 
complemented  by  a  number  of  other  institution  types. 

Yet  among  nearly  all  public  institutions,  quality  and  affordability  remain  prominent  issues 
as  the  costs  of  both  providing  and  obtaining  higher  education  have  increased  sharply  throughout 
the  last  decade.  Current  trends  suggest  that  state  resources  are  not  likely  to  grow  rapidly  in  the 
future,  and  that  pressure  on  tuitions  is  likely  to  mount-  Issues  of  educational  equity  and  financial 
prudence  therefore  hold  center  stage  in  higher  education  policy  debates,  as  governments  grapple 
with  alternative  proposals  to  guarantee  the  many  beneflts  of  public  higher  education  through 
careful  allocations  of  scarce  resources. 
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EXPENSIVE  PRIVATE  INSTITUnONS 


Introduction 

The  American  system  of  higher  education  is  made  up  of  a  rich  variety  of  institutions. 
Some  arc  private  schools,  governed  by  boards  of  trustees;  others  are  public  schools,  subject  to 
control  by  state  legislatures  and  governing  boards.  Within  the  private  sector,  there  is  great 
diversity  among  institutions.  Some  offer  liberal  arts  studies  exclusively,  while  others  provide 
oppontmities  for  vocational  training.  Some  are  four-year  colleges,  others  are  two-year  colleges, 
while  still  others  are  imiversities  with  large  graduate  and  professional  programs.  Some  are 
extremely  selective,  admitting  mainly  students  with  high  test  scores  and  exemplary  high  school 
records;  others  open  their  doors  to  any  high  school  graduate.  Most  important  for  this  paper, 
some  well-known,  private  schools  are  extremely  expensive,  with  tuitions  well  over  $10,000  a  year, 
while  others  charge  more  modest  fees,  in  the  range  of  KOOO  to  $5,000  per  year. 

Although  undergraduate  tuitions  at  both  public  and  private  institutions  have  outpaced 
inflation  (as  measured  by  the  Consumer  Price  Index)  through  the  1980s,  tuitions  at  the  most 
expensive  schools  have  increased  faster  than  have  tuitions  at  other  private  schools  or  public 
schools.  Table  1  compares  the  growth  in  tuitions  at  the  130  private  schools  identified  in  this 
paper  as  the  most  expensive  in  terms  of  their  1988  tuitions  to  those  of  other  private  schools. 

Although  only  a  small  portion  of  postsecondary  students  attend  the  most  expensive 
private  institutions,  media  reports  on  the  cost  of  attending  college  tend  to  cite  the  tuitions  at  a 
few  very  expensive  private  institutions  as  an  indicator  of  the  costs  of  attending  college 
(Ordovensky,  1989,  Vobejda,  1988).  It  is  perhaps  because  of  this  media  attention  that  the 
.American  public  perceives  the  costs  of  obtaining  a  higher  education  to  be  much  higher  than  they 
actually  are.  A  198S  survey  taken  by  the  Gallup  organization  for  the  Council  for  Advancement 
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and  Support  of  Education  (CASE)  found  that  high  school  juniors  and  seniors  overestimated  the 
cost  of  tuition,  fees  and  books  at  private  four-year  institutions  by  nearly  $3,000. 

The  high  level  of  tuition  along  with  higher  than  average  growth  in  tuition  at  the  most 
expensive  private  schools  raises  several  questions  addressed  in  this  paper 

•  What  are  the  characteristics  of  expensive  schools?  Are  expensive  schools  distinct 
from  the  less-cxpensive  ones  based  on  what  they  offer  their  students? 

•  Does  attending  an  expensive  school  affect  outcomes  for  students  in  the  years  after 
college? 

•  Who  attends  expensive  schools?  How  do  students  finance  attendance  at  these 
schools?  What  types  of  families  and  students  are  willing  to  pay  the  cost  of 
attending  these  schools?  Do  students  from  lower-  and  middle-income  students 
attend  these  schools  and  has  the  ability  of  these  students  to  afford  these  schools 
changed  over  time? 

The  definition  of  what  makes  a  school  "expensive"  is  somewhat  arbitrary,  in  that  it 
requires  choosing  a  tuition  level  above  which  schools  are  considered  to  be  expensive.  For  this 
paper,  we  define  expensive  schools  to  be  four-year,  postsecondary  institutions  that  grant  at  least  z 
bachelor^s  degree  and  had  tuitions  and  fees  over  $10,000  in  1988.  Data  collected  by  the  College 
Entrance  Examination  Board  (henceforth  "College  Board")  were  used  to  identify  the  130 
institutions  (all  private)  that  had  1988  tuitions  at  this  level.  These  schools  enrolled  only  about 
three  percent  of  all  undergraduates  in  1988. 

Characteristics  of  Expensive  Schools 

Of  the  130  institutions  identified  as  most  expensive,  44  were  universities  and  76  were 
liberal  arts  colleges.  The  average  enrollment  of  these  schools  was  2.550.  though  actual  full-time 
undergraduate  enrollments  varied  widely  across  schools.  The  largest  of  these  schools,  enrolled 
14,461  in  1988,  and  the  smallest  enrolled  332.  The  average  tuition  at  this  group  of  schools  was 
SI  1.900.  We  list  these  schools  along  with  their  1988  tuition  and  fees  and  undergraduate 
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TABLE  1 

Tuition  and  Fees:  Private  Expensive  and 
Less  Expensive  Institutions  1983,  1985,  and  1988 

(Change  from  Previous  Period  in  Parentheses) 

Less  Expensive  Expensive 
Year  Tuition  Tuition 

1983  $3,990  (-)  S  7,830  (-) 

1985  4,540  (14%)  9,290  (19%) 

1988  5,730  r26%^  11.900  r28%^ 

Total  Change 

1983  -  1988  +1,740  (44%)  +4,070  (52%) 


NOTE:  Tuitions  arc  presented  in  nominal  dollars.  Price  inflation  as  measured  by 
the  Consumer  Price  Index  (CPI)  between  1983  and  1988  was  21% 
(Economic  Report  of  the  President,  1990,  p.  362).  Average  tuitions  are 
calculated  from  College  Board  data. 


enrollments  in  Table  2.  In  1988,  the  average  tuition  at  the  most  expensive  private  schools  was 
more  than  twice  the  average  tuition  at  the  other  private  schools  ($11,900  versus  S5,730).  Also, 
these  expensive  schools  were  more  often  universities  than  were  the  less-expensive  schools  (334 
percent  versus  16  percent).  On  average,  the  more  expensive  schools  also  tended  to  be  larger 
than  the  others.  The  average  undergraduate  enrollment  of  the  most  expensive  schools  was  2,550, 
while  the  average  undergraduate  enrollment  of  the  other  schools  was  about  1,180. 

Colleges  and  universities  have  traditionally  served  a  variety  of  functions  for  their  students. 
In  addition  to  offering  them  academic  training,  they  provide  an  environment  in  which  students 
live,  participate  in  activities,  make  friends,  and  create  a  social  network  that  may  affect  their 
opportunities  well  into  the  future.  The  traditional  student  attends  school  full-time  shortly  after 
graduating  from  high  school  and  is  dependent  upon  his  or  her  parents  for  financial  support.  On 
the  other  hand,  non-traditional  students  tend  to  be  older,  to  be  working  while  attending  school, 
are  less  likely  to  be  dependent  on  their  parents  for  financial  support,  and  more  likely  to  attend 
school  on  a  part-time  basis. 

College  Board  data  support  the  notion  that  the  traditional  model  of  the  college  is  more 
likely  to  be  found  at  expensive  schools  than  at  either  other  four-year  private  schools  or  at  public 
schools.  Students  at  the  expensive  schools  are  younger  (20  years  of  age)  on  average  than 
students  at  other  schools  (22  at  other  privates,  23  at  four-year  publics),  indicating  that  they  are 
more  likely  to  attend  school  consecutively  during  their  first  four  years  away  from  high  school. 
They  are  also  much  more  likely  to  live  in  college  housing:  79  percent,  compared  to  36  percent 
in  four-year  publics  and  59  percent  in  other  four-year  private  schools. 

College  Board  data  also  permit  some  comparison  among  schools  on  the  resources 
available  to  students  at  different  rvpes  of  schools.  One  difference  is  in  librar}-  resources. 
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TABLE  2 


Expensive  Private  Schools  Ranked  by 
1988  Undergraduate  Tuition  and  Fees 


1988  Tuition        1988  Undergrad. 
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31 
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9,444 

32 

Tulane  U 

12)730 

5,453 

33 

Colby  C 

12,620 

1,705 

34 

Hobart  C 

12,620 

1,174 

35 

UilLiaoi  Smith  C 

12,620 

820 

36 

Rensselaer  Polv  Inst 

12,600 

4,458 

37 

Wellesley  C  ^ 

12,580 

2,139 

38 

Washington  U 

12,574 

4,702 

39 
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W^njW  ill  w 

12,565 

1,350 

40 

Stanford  U 

12^564 

6',571 

41 

Drew  U 

12,498 

1,425 

42 

Vas&ar  C 

12,490 

2,161 

43 

Carleton  C 

12,485 

1,857 

44 

U  of  Southern  Calif 

12,466 

14,461 

45 

Suclcnell  U 

12,460 

3,199 

46 

FranJcl in/Marshal  I  C 

12,460 

1,864 

47 

Lehigh  U 

12,450 

4,623 

48 

Skidmore  C 

12,440 

2,191 

49 

Wheaton  C 

12,370 

1,029 

50 

Colgate  U 

12,350 

2,712 

51 

Johns  Hopkins  U 

12,340 

2,955 

52 

Union  c 

12,313 

2,068 

53 

U  of  Rochester 

12,305 

A,  622 

54 

St  Laurence  U 

-.2,300 

2,073 

55 

Duke  U 

-.2,286 

S,824 

56 

Northwiistern  U 
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6,919 

57 

Hew  York  U 
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11,047 

52 

Dickinson  C 
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Smith  C 

12,212 

2,622 
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12,200 
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61 

Gettysburg  C 

12,200 

1,981 
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63 

Clark  U 

12,170 

2,278 

TABLE  2  (cont.) 
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College  Board 

1988  Tuition 

1988  Undergrad. 

and  Fms 

Enrollments 

S12,155 

1,210 

12,115 

2,260 

12,100 

540 

12,080 

4,130 

12,078 

1,646 

12,025 

2,040 

12,025 

1,256 

12,000 

1,407 

12,000 

2,605 

11,990 

5,526 

11,975 

5,078 

11,968 

3,186 

11 ,870 

845 

1^,840 

1,553 

11,800 

572 

11 ,789 

859 

11,740 

2,595 

11 ,730 

1,116 

11 ,720 

1,578 

11,430 

585 

11 ,400 

425 

11,392 

1,565 

11 ,360 

2,100 

11,350 

1,773 

11 ,350 

1,210 

11 ,290 

763 

11,210 

4,343 

11 ,200 

359 

11,180 

1,165 

11 ,180 

458 

11,110 

1,200 

1 1 , 076 

9,014 

11,050 

1,048 

1 1 , 028 

1,586 

11,000 

2,489 

11,000 

390 

10,900 

1,883 

10,881 

1,400 

10,870 

1,242 

10,850 

332 

10,801 

7,560 

10,786 

1,141 

10,77^ 

1,099 

10,702 

2,230 

10,700 

546 

iU,6oj 

3,267 

10,600 

1,815 

10,600 

1,409 

10,587 

1,060 

10,550 

625 

10,508 

1,702 

10,480 

5,172 

10,472 

7,572 

10,460 

491 

10,425 

1,849 

10,4t0 

400 

10,401 

1,723 

10,500 

1,549 

10,275 

1,907 
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I  w  f  CH\J 

10,235 

1,394 
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1,489 
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739 

10,140 

575 
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Whereas  expensive  schools  have  nearly  a  million  books  in  their  libraries  on  average,  public  four- 
year  schools  have  an  average  of  640,000  books,  while  other  four-year  private  schools  have  only 
147,000  books  on  average.  Similar  relationships  hold  for  periodicals,  and  microform  materials. 
Furthermore,  expensive  schools  have  considerably  more  computer  resources  than  do  other  four- 
year  private  schools,  including  greater  availability  of  computers  in  dormitories  and  libraries. 

One  indication  of  the  resources  that  are  available  to  students  at  the  most  expensive 
schools  comes  from  Higher  Education  General  Information  Survey  (HEGIS)  data  collected  by  the 
United  States  Department  of  Education.  These  data  include  information  on  the  education  and 
general  (E&G)  expenditures  of  institutions  that  include  expenditures  on  instruction,  student 
services,  libraries,  plant  operation,  and  research.  HEGIS  data  from  the  1985-86  school  year  (the 
most  recent  data  available)  show  that  E&G  expenditures  at  the  most  expensive  private  schools 
were  nearly  double  those  at  other  private  schools  on  a  per-student  basis.  Whereas  these 
expenditures  were  about  $11,000  per-student  at  less-expensive  private  schools,  they  were  over 
$21,000  per-student  at  the  most  expensive  private  schools. 

An  important  distinction  between  the  most  expensive  schools  and  other  schools  is  that 
the  expensive  schools  tend  to  be  selective,  that  is  they  offer  admission  only  to  a  fraction  of  those 
who  apply  for  admission.  The  most  expensive  schools  offer  admission  to  only  about  53  percent 
of  their  applicants  on  average,  compared  to  about  78  percent  acceptance  among  other  private 
schools  and  74  percent  among  four-year  publics.  Table  3  ranks  the  most  expensive  schools  on 
the  basis  of  their  selectivity  which  is  measured  as  the  fraction  of  applicants  who  are  offered 
admission;  schools  that  accept  a  lower  fraction  of  their  applicants  are  more  selective. 

There  is  a  great  deal  of  variation  in  the  selectivity  of  these  schools,  with  about  50  schools 
accepting  fewer  than  half  of  their  all  undergraduate  applicants,  with  some  school  acceptinn  fewer 
than  20  percent  of  their  applicants.  The  acceptance  rates  at  expensive  schools  may  in  fact 


TABLE  3 


Expensive  Private  Schools  Ranked  by 
1988  Undergraduate  Acceptance  Rate 


ERIC 


Rank  Mame 

1  Stanford  U 

2  Harvard/Radcliffe  C 

3  Princeton  U 

4  Yale  U 

5  Dartmouth  C 

6  Anticrst  C 

7  Georgetown  U 

8  Duke  U 

9  Brown  U 

10  Bowdoin  C 
^^  UilUanfi  C 

12  MIT 

13  Columbia  U  Columb  C 

14  Swarthmore  C 

15  California  Inst  Tech 

16  Cornell  U 

17  C  of  the  Holy  Cross 

18  Haverford  C 

19  Colgate  U 

20  Uesleyan  U 

21  Boston  C 

22  Rl  School  of  Design 

23  Davidson  C 

24  Northwestern  U 

25  Bates  C 

26  Eastman  Sch  of  Music 

27  U  of  Pennsylvania 

28  Franklin/Marshall  C 

29  Tufts  U 

30  Pomona  C 

31  U  of  Notre  Dame 

32  Lafayette  C 

33  Trinity  C 

34  Vassar  C 

35  Colby  C 

36  Connecticut  C 

37  *  Hami Iton  C 

38  Eabson  C 

39  Carleton  C 

40  Bucknell  U 

41  Colurbia  U  Gen  Stud 

42  Rollins  C 

43  Claremont  MOCenna  C 

44  Uellesley  C 

45  Union  C 

46  Emory  U 

47  Barnard  C 

48  Skidmore  C 

49  Colorado  C 

50  Simon»s  Rock  Bard  C 

51  Macalester  C 

52  Dickinson  C 

53  U  of  Chicago 
5i  Kcoart  C 

55  Jc^ins  Hopkins  U 

56  Bard  C 

57  Vanaeroi It  U 

58  New  Englanc  Con  Mus 

59  <enyon  C 

60  Oenison  U 

61  Hampsnire  C 

62  Carnegie  Mellon  U 

63  Pepoeraine  U 


1988  Tuition 
and  Fees 

$12,564 
13,665 
13,380 
12,960 
13,335 
13,105 
11,990 
12,286 
13,759 
12,565 
12,975 
13,400 
12,878 
13,230 
11,789 
13,140 
11,740 
12,770 
12,350 
13,325 
11,076 
11,350 
10,235 
12,270 
13,920 
11,400 
12,750 
12,460 
13,162 
12,000 
10,472 
12,025 
13,200 
12,490 
12,620 
12,800 
12,750 
11,392 
12,485 
12,460 
11,430 
10,881 
11,870 
12,580 
12,313 
11,210 
12,918 
12,440 
10,240 
12,180 
10,508 
12,230 
13,285 
12,620 
:2,34C 


^0,850 
V.,36C 
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1988  Undergrad. 
Enrollments 

6,571 
6,593 
4,565 
5,165 
3,687 
1,616 
5,526 
5,824 
5,507 
1,350 
1,906 
4,311 
3,100 
1,317 
859 

2,595 

1,132 

2,712 

2,665 

9,014 

1,773 

1,394 

6,919 

1,500 
425 

9,444 

1,864 

4,750 
1,40-' 

7,572 
2,040 
1,733 
2,161 
1,705 
1,692 
1,625 
1,565 
1,857 
3,199 
585 
1,400 
845 
2,139 
2,068 
4,343 
2,170 
2,191 
1,946 
298 
1,702 
1,982 
3,166 
1,174 
2,955 

5,C78 

:,553 
2, 'CO 

-r  ,  '.3C 

2,260 


1988  Acceptance 
Rate 

15,19X 

15.38X 

16.51X 

17.68X 

20.30X 

21.04X 

21.22X 

21.66X 

22.33X 

23.47% 

23.4SX 

24.78X 

27.11X 

28.24X 

28.45X 

29.39X 

31.02X 

31.32% 

31.34% 

32.06% 

32.57% 

33.98% 

35.05% 

35.16% 

35.85% 

37.66% 

38.05% 

38.30% 

38.71% 

38.75% 

38.80% 

39.39% 

39.73% 

39.90% 

42.02% 

42.51% 

42.62% 

43.15% 

43.24% 

43.24% 

44.99% 

46.01% 

46.95% 

48.64% 

48.99% 

49.17% 

49,22% 

49.30% 

49.49% 

50.00% 

50.64% 

50.99% 

51.31% 

51.53% 

52.65% 

c*^  £2% 

52.9:% 

53.^9:; 

53.^9% 
53.88% 
5«i . 
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72.56X 
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U  of  Southern  Calif 
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14,461 
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Vo 
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10,600 
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Emerson  C 
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Ohio  Wesleyan  U 
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yy 

Drew  U 
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76.25X 
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Stevens  Inst  of  Tech 

12,025 
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1 U  1 

Siimons  C 

11 ,028 

1 ,586 

77.35X 

1  n^ 

Menlo  C 

10,550 

625 

77.41X 
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1 

Sarah  Lawrence  C 

13,280 

950 

78.1 IX 

104 

Alfred  U 

10,900 

1,883 

78.52X 

10^ 

Polytechnic  U  LI 

11 , 180 

458 

79.41X 

106 

Wheaton  C 

12,370 

1,029 

80.00X 

1  flT 

lU/ 
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11,110 

1 ,200 

80.00X 

i  no 

lOo 

Allegheny  c 

10,425 

1,849 

80.03X 

1  no 
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u  Or  the  Pacific 

11 ,968 

3, 186 

80.17X 

1 1  n 

1 1  u 

Hills  C 

1 1 ,290 

763 

80.97X 

5  5  5 

III 

Goucher  C 

10, 165 

739 

81 .59X 

11^ 

Chapman  C 

10,600 

1 ,409 

81 .71X 

1  1*? 

I  1 J 

Earlham  C 

10,587 

1 ,060 

81 .84X 

I  IH 

Sweet  Briar  C 

10, 140 

575 

83.58X 

1  5  C 

U  or  Miami 

1 0 , 30 1 

7,560 

83.79X 

I  lO 

Lewis  and  Clark  C 

10,401 

1 ,723 

84.58X 
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Beloit  C 

10 , 004 

1 ,002 

84.74X 
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St  John's  C 

11, 000 

390 
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Ripor  C 
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827 
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1 1 , 000 
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10,410 
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i  cc 
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St  John's  C 
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Bennington  C 
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Clarkson  U 

3,267 
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ColLffToia  U  Eng/Ap  Sc 

-.2, £78 

'29 

Harvey  Moos  C 

;2,100 

540 

130 

Goer  I  in  C 

12,926 

2,733 

Source:    College  Board 
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understate  their  selectivity  in  that  these  schools  typically  attract  students  with  higher  academic 
abUities  than  do  other  schools.  For  example,  College  Board  data  indicate  that  50  percent  of  the 
students  who  applied  to  expensive  schools  were  in  the  top  tenth  of  their  high-school  classes  in 
1988  compared  to  21  percent  at  other  private  schools.  Lewis  (1988)  and  Manski  and  Wise  (1983) 
both  found  that  admission  rates  at  selective  schools  would  be  lower  if  only  students  with  average 

SAT  scores  were  to  apply. 

There  appear  to  be  benefits  to  students  in  attending  the  most  expensive  schools.  In 
addition  to  the  benefits  such  as  Ubrary  and  computer  resources  cited  above,  there  are 
undoubtedly  consumption  beneOts  to  attending  these  schools  that  may  include  the  availability  of 
cultural  aaivities  and  the  amenities  (including  geographic  location)  associated  with  attending 
these  schools.  For  example,  CoUege  Board  data  indicate  that  expensive  schools  offer  students 
more  chances  to  participate  in  intramural  and  intercoUegiate  sports  than  do  other  private  schools 
(12  sports  on  average  at  the  most  expensive  schools  compared  to  three  at  other  private  schools). 

The  most  expensive  schools  include  those  colleges  and  universities  that  are  sometimes 
referred  to  as  "elite",  that  is  schools  with  "prestigious"  reputations  that  may  translate  into  future 
occupational  and  academic  success.  Students  at  expensive  schools  are  more  likely  to  consider  the 
reputation  of  their  school  to  be  a  very  important  reason  for  choosing  the  school  that  they  attend. 
Data  from  the  National  Postsecondary  Student  Aid  Study  (NPSAS),  a  nationaUy  representative 
sample  of  students  enrolled  in  higher  education  in  the  fall  of  1986,  indicate  that  68  percent  of 
students  at  the  most  expensive  schools  cited  their  school's  re.)utation  as  a  "very  important"  reason 
for  choosing  their  school.  In  comparison,  50  percent  of  students  at  other  private  schools  and  42 
percent  of  students  at  public  four-year  schools  indicated  that  reputation  was  important  in 
choosing  their  school. 
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Although  NPSAS  data  cannot  lell  us  why  reputation  is  important  for  students,  they  do 
indicate  that  students  at  expensive  schools  are  more  likely  to  pursue  graduate  study  than  are 
other  four-year  students,  suggesting  that  the  reputation  of  these  schools  may  be  linked  to 
subsequent  access  to  graduate  education.^    Eighty-two  percent  of  students  at  expensive  schools 
expected  to  obtain  a  graduate  degree  compared  to  67  percent  of  students  at  other  private  schools 
and  52  percent  of  students  at  four-year  public  schools.  What  is  striking  among  different  types  of 
schools  is  that  students  at  expensive  private  schools  were  much  more  likely  to  expect  to  seek 
doctoral  or  professional  degrees.  Forty  percent  of  undergraduate  students  at  expensive  schools 
expected  to  receive  these  degrees  compared  to  19  percent  at  other  private  schools  and  15  percent 
at  four-year  public  schools. 

Although  the  definition  of  prestigious  is  necessarily  arbitrary  (and  is  not  undertaken  in 
this  paper),  we  believe  that  many  expensive  schools  could  be  considered  prestigious.  In  the  next 
section  of  this  paper,  we  examine  evidence  that  suggests  that  there  are  benefits  to  obtaining  an 
undergraduate  education  at  these  schools. 

Outcomes  of  Attending  Expensive  Schools 

There  is  both  a  large  economic  and  sociological  literature  that  examines  the  benefits  of 
attending  college  (Leslie  and  Brinkman,  1988).  Although  there  are  competing  theories  of  why 
college  attendance  may  be  associated  with  higher  lifetime  earnings,  there  is  strong  evidence  that 
college-educated  individuals  do  receive  higher  earnings,  and  that  attending  college  is  generally  a 


^Litten  and  Hall  (1989)  present  data  from  a  survey  of  high  ability  high  school  students  that 
show  that  an  important  indicator  of  the  perceived  quality  of  an  undergraduate  institution  is 
whether  the  school  has  high  admission  rates  of  graduates  to  top  graduate  or  professional  schools. 
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"good"  investment  in  that  the  economic  payoffs  to  attending  college  exceed  the  costs  of 
attendance. 

Some  studies  of  the  outcoines  of  attending  college  examine  the  type  of  college  that 
students  attend  or  the  "prestige"  of  the  college  as  a  factor  associated  with  later  earnings.  There 
is  fairly  consistent  evidence  that  the  type  of  coUege  a  student  attends  is  ultimately  associated  with 
subsequent  earnings. 

Early  research  on  the  topic  of  the  effect  of  college  "quality"  generally  found  no  effect  of 
college  characteristics  on  either  later  income  or  occupational  prestige.  For  example,  Sewell  and 
Hauser  (1975),  studying  a  statewide  sample  of  1957  Wisconsin  high  school  gradut.tes  followed  for 
ten  years  after  high  school  graduation,  found  that  a  wide  range  of  college  attributes  accounted 
for  very  little  of  the  variance  in  subsequent  earnings  and  status  attainment 

These  findings  were  challenged  by  more  recent  work  that  accounted  for  the  segmented 
nature  of  the  labor  market  (college  quality  may  matter  for  some  occupations  and  not  for  others) 
and  for  the  nonlinear  relationship  between  college  characteristics  and  subsequent  attainments 
(there  may  be  a  distinctive  impact  of  a  small  set  of  schools,  but  no  average  impact  throughout 
the  whole  range  of  colleges). 

The  most  recent  data  that  have  been  used  to  examine  these  questions  are  from  the  CIRP 
study  of  1971  college  freshmen  who  were  resurveyed  in  1980.  Kingston  and  Smart  (1990)  found 
that  students  who  had  attended  an  elite  institution  (defined  as  having  students  with  average  SAT 
scores  of  over  1,175)  had  a  1980  income  that  was  almost  S3,500  higher  than  that  of  students  from 
institutions  that  were  not  selective  (SAT  scores  under  950).  The  income  of  students  who 
attended  elite  expensive  schools  was  S2,000  higher  than  that  of  students  who  had  attended  more 
selective  private  schools  and  Sl.OOO  higher  than  of  those  who  attended  more  selective  public 


schools.  One  reason  that  graduates  of  elite  schools  had  higher  earnings  was  that  they  were  more 
likely  to  earn  M,D,,  J.D,,  or  M3Ji.  degrees  than  students  at  other  schools. 

Using  another  labor  market  division.  Kamens  (1974)  found  that  among  male  1966  college 
graduates,  high  prestige  schools  were  more  likely  to  channel  students  towards  academic  careers 
and  lower  prestige  schools  more  likely  to  channel  students  towards  professions  not  requiring  a 
Ph.D.  Kamens  related  this  finding  to  findings  about  satisfaction  with  college.  Generally, 
students  from  high  prestige  schools  reported  greater  satisfaction  with  their  college  experience, 
with  courses,  and  with  the  quality  of  teaching  at  the  institution  that  they  attended.  They  were 
more  likely  to  give  high  ratings  to  their  faculty  on  teaching  (but  not  informal  contact)  and  more 
likely  to  say  they  were  influenced  by  faculty  about  subsequent  educational  and  career  goals. 

A  longitudinal  study  of  1961  college  graduates  who  were  resurveyed  in  1968  provides 
another  source  of  evidence  on  this  question.  After  using  the  survey  data  to  conduct  path 
analyses  separately  for  those  in  professional  and  those  in  managerial  occupations,  Tinto  (1980) 
found  a  sizeable  direct  effect  of  college  quality  (using  Astin's  1965  selectivity  measure)  on 
subsequent  occupational  prestige  for  those  in  professional  occupations.  There  was  no  effect  for 
those  in  managerial  occupations.  Earlier,  Spaeth  (1970)  found  a  smaller  effect  of  college  quality 
over  the  whole  range  of  occupations  using  the  same  data. 

Although  it  is  now  dated  and  in  many  respects  limited,  the  NBER-Thomdike  Hagen 
longitudinal  survey  of  World  War  n  aviation  veterans  (all  white  males),  provides  the  only  data 
with  a  general  intelligence  measure,  given  before  most  had  completed  college.  The  men  were 
resurveyed  in  1968,  providing  information  for  about  20  years  after  college  graduation.  Taubman 
and  Wales  (1974)  found  that  among  those  with  some  college  and  an  undergraduate  degree, 
attending  a  school  in  the  top  fifth  of  academic  ratings  had  a  sizeable  effect  on  income.  For 


those  with  a  graduate  degree^  attending  an  undergraduate  institution  in  the  top  two  fifths  and  a 
graduate  school  in  the  top  fifth  significantly  effected  later  earnings. 

Weisbrod  and  KarpoCf  (1968)  examined  the  rate  of  salary  increases  for  7,000  employees  of 
AT&T  in  1956  subdivided  according  to  four  college  quality  groups  and  four  college  class  rank 
groups  (16  groups).  They  found  that  salary  increased  with  class  rank,  but  that  this  relation 
varied  with  college  quality  group.  Among  graduates  of  the  two  top  college  quality  groups,  salary 
increases  were  similar  as  long  as  they  were  not  in  the  bottom  third  of  the  class.  In  the  average 
quality  group,  salary  increments  for  the  top  10  percent  in  class  rank  were  similar  to  the  increases 
for  the  top  two  thirds  in  the  best  and  above-average  colleges.  For  the  bottom  90  percent, 
however,  they  were  similar  to  those  in  the  bottom  third  of  the  best  and  above  average  schools 
and  similar  to  those  in  the  below-average  schools. 

One  recent  study  (James  etaL,  1989)  examined  the  relationship  between  post-college 
earnings  for  males  who  left  high  school  in  1972  and  several  measures  of  college  quality.  After 
controlling  for  the  student's  occupation,  undergraduate  college-course  work  and  performance,  and 
student  background  characteristics,  they  found  that  graduates  college  quality  did  have  an  effect 
on  earnings.  Specifically,  they  found  that  students  who  attended  schools  with  higher  average 
Scholastic  Aptitude  Test  (SAT)  scores  had  higher  earnings,  even  after  controlling  for  the 
student's  own  SAT  scores.  For  each  100  point  increase  in  average  SAT  scores  among  schools, 
there  was  an  associated  increase  in  earnings  of  three  percent.  In  addition,  they  found  that 
students  who  attended  a  private  school  in  the  East  (which  disproportionately  includes  a  large 
number  of  expensive  schools)  had  earnings  that  were  about  10  percent  higher  than  other 
students.  These  results  suggest  that  attending  a  private  college  in  the  East  where  students  had 
relatively  high  SAT  scores  would  produce  the  greatest  increment  to  income,  at  least  for  a  given 
occupation,  college  major,  and  college  performance, 
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An  additional  finding  fi-om  this  study  is  that  students  who  attended  graduate  school 
increase  their  earnings  by  an  additional  10  percent.  It  was  noted  in  the  previous  section  that  a 
substantial  portion  of  students  at  expensive  private  schools  do  expect  to  attend  graduate  schools. 
If  attending  these  schools  as  an  undergraduate  enhances  the  likelihood  a  student  will  be  able  to 
obtain  a  graduate  degree,  then  there  will  be  a  further  payoff  to  attending  an  expensive  private 
college. 

The  faa  that  students  who  attend  the  most  expensive  schools  receive  higher  earnings 
provides  some  insight  into  why  students  are  willing  to  pay  high  tuitions  to  attend  these  schools. 
If  we  view  college  attendance  as  an  investment  in  which  students  receive  economic  benefits  after 
leaving  college,  the  extra  cost  of  attending  expensive  schools  may  be  justified  by  the  subsequent 
increase  in  earnings  associated  with  attending  these  schools.  As  an  illustration,  if  attendance  at 
an  expensive  school  increases  annual  earnings  by  $2,000  compared  to  attending  another  private 
school  (as  suggested  by  Kingston  and  Smart),  then  the  "Value"  of  this  earnings  premium  sustained 
over  a  worker's  lifetime  would  be  about  $20,000  (assuming  a  discount  rate  of  ten  percent). 

The  fact  that  there  appear  to  be  significant  economic  advantages  to  attending  an 
expensive  school  raises  the  question  of  whether  students  fi-om  different  family  income  groups 
attend  these  schools.  The  issue  of  who  attends  these  schools  along  with  how  students  from 
different  income  groups  finance  their  education  is  discussed  in  the  next  section. 

Who  Attends  Expensive  Schools? 

The  comparatively  rapid  rise  in  tuitions  in  the  1980s  among  institutions  that  were  already 
among  the  most  expensive  raises  the  concern  that  the  benefits  of  attending  these  colleges  are 
beyond  the  financial  resources  of  all  but  the  most  affluent.  There  is  also  a  concern  that  middle- 
income  students,  unlike  students  from  lower-income  families,  mav  not  be  able  to  attend  these 


schools  given  that  they  may  not  be  eligible  to  receive  financial  aid.  In  this  section  of  our  paper, 
we  examine  the  extent  to  which  lower-  and  middle-income  students  attend  these  schools,  along 
with  the  extent  to  which  fmancial  aid  facilitates  access  to  these  schools. 

In  order  to  examine  whether  students  bom  middle-  and  lower-income  families  are  able  to 
attend  these  expensive  institutions,  we  have  drawn  upon  two  data  bases,  the  National 
Postsecondary  Student  Aid  Study  (NPSAS),  and  the  Cooperative  Institutional  Research  Program 
(CIRP).  Both  databases  include  information  on  the  family  income  of  undergraduates,  along  with 
information  on  the  aid  sources  upon  which  students  draw.  For  some  years,  data  on  college 
characteristics  from  the  College  Board  has  been  merged  with  CIRP  data  on  the  public-use  tapes, 
although  it  is  not  possible  to  identify  the  school  the  student  attends. 

NPSAS  is  a  nationally  representative  sample  of  students  enrolled  in  postsecondaiy 
institutions  in  the  Fall  of  1986.  Although  these  dau  conuin  detailed  information  on  the 
economic  background  of  college  students  and  the  means  by  which  they  finance  their  education, 
th^  are  limited  in  that  they  only  cover  a  single  point  in  time.  NPSAS  data  do  not  permit 
analysis  cf  how  rising  college  tuitions  may  have  affeaed  the  rate  at  which  students  from  different 
income  groups  have  enroUed  in  different  types  of  institutions  over  time.  On  the  other  hand,  the 
CIRP  data  represent  an  annual  national  sample  of  full-time,  freshman  that  goes  back  to  1956. 
CIRP  data  are  limited,  however,  in  that  they  are  not  as  detailed  as  NPSAS  data  with  respect  to 
income  and  financial  aid.  We  shall  therefore  primarily  rely  on  NPSAS  data  to  describe  student 
income  and  financial  aid. 

Of  the  130  schools  that  we  have  defined  as  expensive,  24  were  represented  within  the 
NPSAS  sample.  Overall,  there  are  1025  sample  observations  for  full-time,  full-year  dependent 
undergraduates  attending  the  most  expensive  schools  included  in  the  NTSAS  sample,  and  6,300 
students  at  other  private  schools.  While  the  number  of  sampled  students  at  any  given  insiituiion 
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may  be  too  small  to  draw  statistical  inferences  about  students  at  an  individual  school,  there  are  a 
sufGcient  number  of  these  students  across  schools  to  make  general  inferences  about  students  at 
expensive  schools.^ 

NPSAS  data  reveal  that  the  families  of  students  at  expensive  private  schools  were 
substantially  more  affluent  than  students  at  other  private  colleges  and  univereities.  The  average 
income  of  families  of  students  at  the  expensive  schools  was  $70,400,  compared  to  $48,700  at  the 
other  four-year  private  schools.  Table  4  compares  the  income  distribution  of  dependent  students 
at  expensive  institutions  to  that  of  students  at  other  four-year  private  institutions. 

The  differences  between  these  groups  are  notable.  Over  37  percent  of  the  dependent 
students  at  the  expensive  schools  were  from  famUies  with  incomes  of  $60,000  or  more,  compared 
to  24  percent  at  other  private  schools.  Furthermore,  about  18  percent  of  students  at  the  most 
expensive  schools  were  from  families  with  incomes  over  $100,000,  compared  to  8  percent  of 
students  at  other  private  schools.  At  the  other  end  of  the  income  spectrum,  about  19  percent  of 
students  at  other  private  schools  are  from  families  with  incomes  below  $20,000,  while  about  13 
percent  of  the  students  at  the  most  expensive  schools  are  from  families  with  this  level  of  income.^ 

NPSAS  data  also  indicate  that  there  were  differences  in  the  race  composition  of  students 
who  attend  expensive  schools  compared  to  other  private  schools.  Hve  percent  of  the  student 
body  at  expensive  schools  was  composed  of  blacks,  compared  to  eight  percent  at  the  other 


^In  order  to  compare  NPSAS  data  on  private  schools  to  the  larger  universe  of  private  schools 
presented  in  the  College  Board  data,  we  have  compared  average  tuition  levels  and  the  percent  of 
students  receiving  aid;  the  averages  for  the  two  variables  across  the  two  datasets  are  comparable. 

"^NPSAS  data  also  indicate  that  students  at  the  most-expensive  schools  are  more  likely  to 
be  dependent  on  their  parents  than  are  students  at  other  private  schools.  Eighty-seven  percent 
of  the  students  at  the  expensive  schools  are  dependent,  as  are  59  percent  of  the' students  at  the 
less  expensive  private  institutions. 


TABLE  4 

Income  Distribution  of  Students  at  Private  Colleges 


(Full-time,  Full-year  Undergraduates) 

Tuition  and  Fees 


<  $10,000  >  $10,000 
Dependent  Family  Income         Percent  of  Students            Percent  of  Students 

SO  -  20,000                                  193%  13.4% 

20,000  -  40,000                             31.7  23.1 

40,000  -  60,000                             25.4  26.3 

11.9  11-7 

4.0  7.9 

7.7  17.6 


60,000  -  80,000 
80,000  -  100,000 
100,000+ 


ALL  100.00  100.00 


Source:     National  Postsecondary  Student  Aid  Study: 

Independent  Computation  by  Pelavin  Associates. 


private  schools.  The  more  expensive  schools  enrolled  a  higher  proportion  of  Asian  students  than 
the  less  expensive  schools  (11  percent  versus  4  percent).  Five  percent  of  the  students  at  the 
most  expensive  institutions  were  of  Hispanic  origin,  as  are  four  percent  of  students  at  other 
private  schools. 

The  fact  that  NPSAS  data  cover  only  one  year  of  data  prevents  us  from  examining 
whether  price  increases  have  led  to  changes  in  the  population  that  attend  expensive  schools. 
What  this  cross-section  does  indicate  is  that  the  students  at  expensive  institutions  were,  on 
average,  more  affluent  than  students  at  other  private  schools,  and  substantially  more  affluent 
than  most  Americans:  the  median  family  income  in  1986  (the  year  the  data  represent)  was 
approximately  $32,200.  fEconomic  Report  of  the  President  1990,  p.  328). 

QRP  data  show  a  similar  pattern  concerning  the  income  distribution  of  full-time 
freshman  at  the  most  expensive  schools  in  1986  (see  Table  5).  Among  schools  with  tuitions  of 
more  than  $10,000  in  1986  (recall  that  CIRP  does  not  permit  identification  of  individual  schools), 
46  percent  of  freshman  (among  those  who  reported  family  income)  at  the  most  expensive  schools 
came  from  families  with  incomes  over  $60,000,  and  about  25  percent  from  families  with  incomes 
over  $100,000. 

While  these  data  show  that  there  is  a  noticeable  skew  toward  higher  family  incomes 
among  students  at  the  most  expensive  institutions,  NPSAS  data  show  that  financial  aid  did  help 
facilitate  enrollments  of  students  from  other  than  affluent  families.  The  measure  of  cost  we  are 
using  to  define  "most  expensive"  is  tuition  and  fees,  which  averages  over  $11,000  at  these  schools. 
Without  financial  aid,  more  than  20  percent  of  the  household  income  of  students  from  families 
with  incomes  below  $50,000  would  be  needed  to  cover  the  tuition  at  these  schools.  If  we  account 
for  the  additional  costs  of  books,  living  expenses,  and  other  incidental  costs,  the  share  of  income 
needed  to  cover  the  cost  of  attending  these  schools  was  even  larger. 
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TABUE  5 


Income  Distribution  of  Freshman  Students 
at  Private  Colleges  (1986) 


Tuition  and  Fees 


<  S10,000 

>  510,000 

Famiiv  Income 

Percent  of  Students 

Percent  of  Students 

SO  -  20.000 

17.0% 

9.7% 

20.000  -  40,000 

32.2 

22.6 

40.000  -  60.000 

21.9 

20.4 

60,000  -  75,000 

9.8 

10.5 

75,000  -  100,000 

6.9 

10.5 

100,000+ 

12.3 

24.9 

ALL 

100.00 

100.00 

Source:     Cooperative  Institutional  Research  Program: 

Independent  Computation  by  Pelavin  Associates. 
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Finandal  Aid  at  Expensive  Schnnis 

Financial  aid  can  come  from  many  sources.  The  two  largest  providers  of  financial  aid  (in 
terms  of  total  dollars)  are  the  Federal  government  and  institutions  themselves  (Lewis,  1989).  In 
general,  most  Federal  financial  aid  (e.g.,  Pell  Grants,  Stafford  Loans)  is  provided  to  students  with 
financial  need,  that  is  the  difference  between  the  cost  of  attending  a  given  school  and  what  the 
student  and  his  or  her  family  can  be  expected  to  contribute  to  this  cost.  In  awarding  students 
financial  aid,  a  financial  aid  office  may  draw  upon  available  Federal  aid  (if  the  student  qualifies 
for  this  aid),  along  with  financial  aid  fi-om  the  institution's  own  funds. 

The  award  of  financial  aid  is  a  complex  process  in  which  students  may  receive  many 
different  types  of  aid.  Financial  aid  officers  have  some  discretion  in  the  types  of  aid  that 
students  receive.  They  may  offer  Federal  campus-based  aid  (Perkins  loans.  Supplemental 
Educational  Opponunity  Grants,  Campus  Work  Study)  on  the  basis  of  need  or  they  may  offer 
institutional  aid  to  meet  the  need  of  students.  If  these  forms  of  aid  are  not  available  to  the  aid 
office  (or  the  school  chooses  not  to  fuUy  meet  student  need  with  these  forms  of  aid),  the  student 
may  then  receive  several  different  types  of  loans  that  include  Federal  Stafford  Loans.  The  form 
of  aid  over  which  schools  have  the  most  discretion  is  institutional  aid  which  usually  consists  of 
grants;  students  who  are  not  eUgible  to  receive  Federal  need-based  aid  can  receive  this  form  of 
aid. 

By  offering  students  different  amounts  and  t>pes  of  financial  aid,  a  school  makes  a  price 
adjustment  that  lowers  their  "sticker  price".  By  offering  a  student  financial  aid,  a  school  can 
maintain  a  relatively  high  tuition  while  not  pricing  anyone  out  of  the  market.  In  short,  by 
offering  financial  aid,  a  school  can  charge  students  different  amount-^  to  attend  the  school,  up  to 
the  level  of  full  tuition. 
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NPSAS  data  show  that  even  though  financial  aid  did  help  reduce  the  costs  of  attendance 
for  lower-income  families  at  the  most  expensive  schools,  these  students  still  paid  more  to  attend 
these  schools  than  did  similar  students  at  other  private  schools  even  after  fmancial  aid  was  taken 
into  account.  There  is  also  evidence  that  higher-income  students  at  the  most  expensive  schools 
did  not  receive  the  financial  aid  that  would  have  lowered  the  net  price,  and  that  these  students 
did  pay  substantially  more  to  attend  these  schools  rather  than  a  less-expensive  school. 

Table  6  presents  information  on  the  fraction  of  students  receiving  financial  aid  by  income 
group  both  for  the  most  expensive  schools  and  other  private  schools/  The  table  includes 
information  both  on  the  percent  of  students  receiving  institutional  aid,  Federal  aid,  and  any 
financial  aid.  It  is  interesting  to  note  that  on  average,  students  at  expensive  schools  were 
somewhat  less  likely  to  receive  financial  aid,  though  this  may  reflect  the  fact  that  higher-income 
students  made  up  a  larger  share  of  enrollments  at  expensive  schools.  The  table  does  show  that 
in  both  schools,  the  share  of  students  receiving  aid  falls  with  income,  an  outcome  that 
undoubtedly  reflects  the  fact  that  most  financial  aid  awarded  on  the  basis  of  Gnancial  need. 

Table  6  shows  that  students  at  expensive  schools  were  slightly  less  likely  to  receive 
Federal  financial  aid  than  are  students  at  other  private  schools  (54  versus  SO  percent).  It  is 
interesting  to  note,  however,  that  students  from  higher  income  groups  at  the  most  expensive 
private  schools  were  more  likely  to  receive  Federal  financial  aid.  Since  a  student's  need  for 
tinancial  aid  increases  with  the  cost  of  school  attended,  students  from  higher  income  families 
enrolled  at  expensive  schools  are  more  likely  to  be  eligible  to  receive  need-based  Federal  aid 
than  if  they  attended  less-expensive  schools. 


The  table  also  includes  information  on  the  number  of  sample  observ-aiions  used  to 
calculate  the  statistics  presented  in  Tables  6  through  9.  These  statistics,  however,  are  calcuiated 
using  population  weights  given  within  the  NPSAS  data. 


TABLE  6 


Percent  of  Students  Receiving  Financial 
Aid  at  Private  Schools  by  Income  Category 


Receives 

Institutional 

Aid 

Receives 

Federal 

Aid 

Receives 
Any  Aid 

Tuition 
Less  Than 
$10,000 

Dependent 
Family  Income 

Of 

Students 

Percent 
of 

Students 

Percent 
of 

Students 

Percent 
of 

Students 

0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000+ 

1,222 
2,008 
1,604 
744 
250 
472 

61 
65 
53 
38 
29 
16 

79 
69 
48 
26 
11 
_6 

91 
88 
75 
55 
41 
22 

All 

6300 

53 

54 

74 

Tuition 
More  Tnan 
$10,000 

Dependent 
Family  Income 

Number 

nf 

Students 

Percent 
nf 

Students 

Percent 
of 

Students 

Percent 
of 

Students 

0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000+ 

140 
244 
274 
121 
76 
170 

74 
79 
57 
38 
27 
11 

76 
77 
59 
37 
16 
_5 

84 
90 
72 
60 
41 

12 

All 

1,025 

52 

50 

64 

Source:  National  Postsecondary  Student  Aid  Study:  Independent  Computation  by  Pelavin  Associates. 
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We  next  examine  the  amounts  of  financial  aid  that  students  received,  broken  down  by 
student  income  levels  and  the  type  of  school  that  the  student  attends  (see  Table  7).  The  table 
shows  that  the  amount  of  financial  aid  awarded  to  students  in  1986  was  substantial,  particularly 
in  the  lower-income  groups.  The  table  shows  that  aid  amounts  within  a  given  income  group 
were  larger  at  more  expensive  schools. 

An  important  point  from  the.  data  in  Table  7  is  that  comparatively  large  amounts  of  aid 
were  provided  by  institutions.  The  expensive  institutions  provided,  on  average,  $3,100  more 
institutional  aid  to  students  than  the  less-expensive  schools.  In  line  with  the  other  findings 
presented  here,  this  difference  was  much  larger  for  the  least  affluent  students.  The  difference  in 
the  average  amounts  of  institutional  aid  received  by  those  students  in  the  lowest  income  group 
was  over  $3,900,  while  in  the  highest  income  groups  the  difference  was  only  $156. 

One  reason  that  private  institutions,  especially  expensive  institutions,  meet  need  with  their 
own  resources  is  that  students  are  limited  in  the  amount  of  Federal  aid  that  they  can  receive. 
Table  7  shows  that  the  difference  between  the  amount  of  Federal  financial  aid  awarded  at  the 
most  expensive  schools  and  other  private  schools  is  less  than  $700  ($3,906  versus  $3,422),  not 
enough  to  cover  the  differences  between  the  costs  of  attendance  of  the  two  types  of  schools. 
The  relatively  moderate  difference  (in  comparison  to  cost  differences)  may  reflect  limits  in  the 
amount  of  aid  that  students  can  receive  under  different  Federal  aid  programs.  For  example,  the 
maximum  Stafford  Loan  a  student  could  receive  in  the  Fall  of  1986  was  $2,500.^ 

One  way  to  combine  information  on  the  share  of  students  receiving  financial  aid  and  the 
amounts  of  aid  they  receive  is  to  consider  the  average  net  tuitions  of  aU  students  within  an 
income  group  whether  they  receive  financial  aid  or  not.  This  combines  information  on  the  fact 

^In  addition,  the  amounts  of  Federal  aid  that  schools  have  under  campus-based  proerams 
(Perkins  Loans,  Supplemental  Educational  Opportunity'  Grants,  and  College  Work  Studv)  are 
limited:  not  all  needy  students  can  receive  these  forms  of  aid. 


TABLE  7 


Average  Amounts  of  Aid  Received 

From  Different  Sources  at 
Private  Schools  by  Income  Category 


1^  PiV»1Vf^ 

Institutional 
Aid 

Federal 
Aid 

Receives  -j 
Any  Aid 

Tuition 

Less  Than 

Dependent 

Average  Aid 

Average  i  id 

Average  Aid 

$10,000 

Family  Income 

Award 

Award 

Award 

0-20,000 

$2,437 

$3,900 

$6,693 

20,000  -  40,000 

2,557 

3,078 

5,543 

40,000  -  60,000 

2,526 

2,821 

4,248 

60,000  .  80,000 

2,648 

2,782 

3,598 

80,000  .  100,000 

2,828 

2,839 

3,241 

100,000+ 

1,982 

3.932 

2,798 

All 

2,523 

3,422 

5,193 

Tuition 
Less  Than 
$10,000 

Dependent 
Family  Income 

Average  Aid 
Award 

Average  Aid 
Award 

Average  Aid 
Award 

0-20,000 

$6386 

$5,157 

$11,971 

20,000  -  40,000 

6,653 

4,075 

10,746 

40,000  -  60,000 

4,891 

3,180 

7,421 

60,000  -  80,000 

3,594 

3,444 

5,686 

80,000  -  100,000 

4,618 

2,831 

5,006 

100,000+ 

2,679 

2.797 

3.336 

All 

5,598 

3,906 

8,798 

Source:  National  Postsecondary  Student  Aid  Study:  Independent  Computation  by  Pelavin  Associates. 
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that  some  students  receive  no  aid  while  others  may  receive  a  great  deal  of  aid.  From  the 
standpoint  of  a  school,  an  average  net  tuition  figure  calculated  using  institutional  aid  for  all 
students  within  an  income  group  represents  the  average  total  tuition  revenue  collected  from 
students  after  awarding  institutional  aid.  In  general,  by  comparing  average  net  tuitions  to 
average  fiill  tuitions  for  students  within  an  income  group,  we  can  obtain  a  sense  of  the  portion  of 
total  tuitions  covered  by  students'  own  payment,  institutional  aid,  and  other  sources. 

Table  8  presents  information  on  average  net  tuitions  by  income  category.  Consider  the 
sample  of  students  with  family  incomes  less  than  $20,000  who  attended  expensive  institutions. 
The  average  tuition  of  the  schools  these  students  attend  was  $10,941.  If  we  consider  all 
institutional  aid  awards  these  students  receive,  we  see  that  average  net  tuition  fell  to  $6,200: 
institutional  aid  covered  about  44  percent  of  total  tuitions  costs  for  all  students  in  this  income 
group;  in  effect,  institutions  used  their  own  resources  to  "rebate"  tuitions  to  this  group.*  If  we 
then  take  into  account  all  financial  aid,  the  table  shows  that  students  in  this  group  paid  less  than 
ten  percent  ($938/$  10,941)  of  their  total  tuition  bill  at  the  most  expensive  schools. 

The  information  presented  in  Table  8  indicates  the  role  that  institutional  and  other 
financial  aid  played  in  reducing  the  price  of  expensive  institutions  for  students  of  varying  financial 
means.  Over  all  income  groups,  the  average  tuition,  net  of  all  financial  aid,  for  students  at  the 
most  expensive  schools  was  $5,400  compared  to  $2,100  at  less-expensive  private  schools. 
Hnancial  aid  cut  the  average  net  cost  to  all  students  of  the  most  expensive  schools  roughly  in 
half.  For  both  types  of  schools,  the  reduction  in  cost  (in  terms  of  percent  total  tuition)  from 


Tlie  award  of  institutional  financial  aid  represents  a  reduction  in  price  to  students  on  the 
part  of  schools  in  that  school  must  use  their  own  resources  to  make  these  awards.  The  award  of 
financial  aid  offers  schools  the  opportunity  to  selectively  lower  their  price  to  students  while 
charging  full  tuitions  to  other  students. 


TABLE  8 


Tuition  and  Fee  Costs 
Expenses  at  Private  Instituions  Net 
of  Financial  Aid 


Tuition 
Less  Than 
$10,000 


Dependent 
Family  Income 

0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000-h 

AU 


Adjusted 
Full-Year 
Tuition  & 
Fees 


Mean 


Tuition 
and  Fees 
Less 

Institutional  Aid 


Tuition 
and  Fees 
Less  All 
Aid 


6,001 


Mean 

$4,142 
4,130 
4,770 
5,432 
5,469 
6.288 

4,669 


Mean 

$-442 
945 
2,900 
4,444 
4,956 
5.976 

2,151 


Tuition 
More  Than 
$10,000 


Dependent 
Family  Income 


Mean 


Mean 


Mean 


0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000-1- 


$10,940 
11,022 
11,125 
11.018 
11,092 
11.068 


$6,199 
5,787 
8,345 
9.677 
9.835 

10.771 


$938 
1312 
5,747 
7,650 
9,034 
10.499 


All 


11,051 


8,164 


5,391 


Postsecondary  Student  Aid  Study:  Independent  Computation  by  Pelavin  .Associat 


financial  aid  was  substantial,  though  these  reductions  were  much  more  substantial  for  students 
from  lower-  and  middle-income  families  at  both  types  of  schools. 

On  average,  students  in  the  lowest  income  category  faced  a  final  tuition  cost  of  under 
$1,000  at  the  most  expensive  schools.  At  the  less-expensive  schools,  students  in  the  lowest 
income  category  received  enough  financial  aid  on  average  to  fully  cover  their  tuitions  plus  an 
additional  $400  to  offset  other  expenses.  The  final  tuition  cost  of  attending  an  expensive 
institution  faced  by  the  average  student  in  the  bottom  income  category  (0-$20,000  family  income) 
was  about  $1,400  more  than  the  final  cost  faced  by  a  similar  student  at  a  less-expensive  private 
school.  On  the  other  hand,  the  average  final  cost  faced  by  students  from  the  top  income 
category  attending  the  most  expensive  schools  is  $4,500  more  than  that  faced  by  similar  students 
attending  the  other  schools. 

Table  9  presents  the  differences  in  the  after-aid  tuitions  of  attending  the  most  expensive 
schools  versus  other  private  schools  by  income  category  after  accounting  for  aU  financial  aid. 
The  first  column  gives  the  average  difference  in  terms  of  a  percentage  of  total  (tuition)  costs  that 
students  within  an  income  group  paid  to  attend  of  one  of  the  most  expensive  schools.  For 
example,  among  students  with  family  incomes  between  $20,000  and  $40,000,  the  average  after-aid 
tuition  of  students  who  attended  one  of  the  most  expensive  schools  was  39  percent  higher  than 
after-aid  tuition  at  less-expensive  schools.  The  second  column  of  the  table  presents  this 
difference  in  terms  of  dollars;  among  students  from  families  with  incomes  between  $20,000  and 
$40,000,  students  paid  $367  more  on  average  to  attend  an  expensive  school.  On  average,  across 
aU  income  categories,  students  paid  approximately  $3,200  more  in  tuition  to  attend  the  most 
expensive  schools  after  accounting  for  financial  aid. 

Table  9  shows  that  in  general,  it  cost  more  to  attend  an  expensive  school,  even  after 
accouniinc  for  financial  aid.  An  exception  was  among  students  from  the  lowest  income  group:  ai 
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TABLE  9 


Price  Premium  of  Attending  by 
Income  Category  After  Receipt  of  Financial  Aid 


Income  Bracket 

Percent  Premium 

A    V 1            1  1  V     M    1  W 1111  VI  111 

Dollar  Premium 

$0  -  19,999 

NA* 

$1381 

20,000  -  39,999 

39% 

367 

40,000  -  59,999 

98% 

2,847 

60,000  -  79,999 

72% 

3,207 

80,000  -  99,999 

82% 

4,078 

100,000+ 

76% 

4,534 

Average  (ali  students) 

52% 

$3,252 

•Because  the  average  amount  of  aid  for  students  in  this  income 
category  exceeded  the  tuition  and  fees  at  the  less  expensive 
schools,  a  percentage  could  not  be  computed. 


Source:     National  Postsecondary  Student  Aid  Study: 

Independent  Computation  by  Pelavin  Associates. 


the  less  expensive  schools,  total  financial  aid  exceeded  the  average  tuitions  of  these  schools,  while 
at  the  more-expensive  schools,  aid  does  not  fully  cover  tuition  among  these  students.  The 
income  group  that  appears  to  have  paid  the  largest  "premium"  (in  terms  of  the  percentage 
difference  in  after-aid  tuitions)  to  attend  an  expensive  school  was  the  $40,000  -  560,000  income 
group.  This  may  reflect  the  lower  eligibility  for  Federal  need-based  financial  aid  of  these 
students. 

The  analyses  presented  above  indicate  that  substantial  resources  were  provided  both  by 
uistitutions  and  other  sources  to  effectively  lower  the  tuitions  of  expensive  institutions.  Despite 
the  presence  of  financial  aid,  students  from  aU  income  groups  can,  paid  more  to  attend  an 
expensive  institution  than  other  private  schools.  Fmancial  aid  did  serve  to  narrow  the  differences 
in  tuitions  among  lower-income  students.  The  fact  that  more  institutional  financial  aid  was 
awarded  at  the  most  expensive  institutions  was  a  substantial  factor  in  reducing  the  amount 
students  pay  to  attend  an  expensive  school;  the  difference  between  the  average  amount  of 
financial  aid  provided  by  other  sources  at  the  most  expensive  institutions  was  only  marginaUy 
higher  than  at  other  private  institutions. 

Chanfyes  in  Affordabilitv  Over  Hme 
Given  that  tuitions  at  the  most  expensive  private  schools  increased  more  rapidly  than  they 
did  at  other  private  schools  in  the  1980s,  the  question  arises  of  whether  these  tuition  increases 
have  foreclosed  the  option  of  attending  expensive  schools  for  students  from  lower-  and  middle- 
income  families.  One  data  source  that  may  be  used  to  examine  the  incomes  of  students  at 
different  types  of  schools  over  time  is  the  Annual  Freshman  Survey  collected  by  the  Cooperative 
Institutional  Research  Program  (CIRPV 


One  problem  in  using  CIRP  data  is  that  family  income  is  reported  only  in  broad 
categories.  It  is  therefore  difficult  to  make  the  inflation  adjustments  that  would  permit 
examination  of  how  the  income  distribution  of  students  at  different  schools  has  changed  over 
time.  We  have  made  rough  adjustments  to  the  CIRP  income  categories  to  compare  income 
categories  for  1980  and  1986. 

Between  1980  and  1986,  the  proportion  of  students  at  expensive  private  schools  from 
families  with  incomes  over  $75,000  (1986  dollars)  increased  from  24  to  34  percent.  Over  the 
same  time,  students  from  this  income  group  increased  their  share  of  enrollments  at  other  private 
schools  from  14  to  19  percent.  In  comparison,  there  was  little  change  in  the  proportion  of 
students  from  families  with  incomes  under  $30,000  (1986  dollars);  it  remained  constant  at  about 
20  percent.  At  other  private  schools,  the  enrollment  proportion  of  these  students  increased  from 
31  to  33  percent  The  implication  of  these  changes  is  that  enrollments  at  private  schools, 
particularly  at  the  more  expensive  schools,  shifted  toward  enrollments  of  students  from  higher 
income  families.  This  shift  occurred  as  the  proportion  of  students  from  the  $30,000  to  $75,000 
income  group  declined  at  private  schools;  CIRP  data  indicate  that  students  from  this  income 
group  were  more  Ukely  to  enroll  at  public  schools  (both  four-year  and  two-year  over  this  time). 


Conclusion 

In  this  paper,  we  have  examined  expensive  private  schools  from  several  perspectives, 
including  the  benefits  that  they  may  provide  to  students.  Even  though  tuitions  at  the  most 
expensive  schools  have  increased  more  rapidly  than  they  have  at  other  private  schools  over  time, 
it  appears  that  the  demand  to  attend  these  schools  has  increased  despite  the  relative  increase  in 
tuitions.  College  Board  data  indicate  that  from  1983  to  1988,  the  number  of  applications 
submitted  to  the  most  expensive  institutions  increased  by  31  percent  compared  to  an  increase  of 

31 


24  percent  at  other  private  schools.  One  possible  explanation  for  this  outcome  is  that  students 
perceive  that  the  relative  benefits  of  attending  these  schools  have  increased  at  a  greater  rate  than 
their  tuitions.' 

The  expert  paper  on  the  market  for  higher  education  has  examined  the  lack  of  incentive 
that  selective  schools  have  to  lower  tuition  and  compete  on  the  basis  of  price  to  attract  students. 
The  competition  among  these  schools  to  attract  students  appears  to  take  the  form  of  "quality" 
competition  to  provide  students  with  expanded  program  offerings,  smaller  classes,  additional 
facilities  and  so  forth.  If  the  value  students  place  on  these  items  is  greater  than  the  tuition 
increases  schools  charge  to  cover  them,  then  students  will  be  willing  to  pay  higher  tuitions  to 
attend  these  schools.  A  question  arises  of  whether  tuitions  at  these  schools  will  continue  to  rise 
in  the  future. 

Although  expensive  private  schools  enroU  only  a  small  share  of  aU  undergraduates,  there 
are  two  central  concerns  regarding  their  future  pricing.  The  first  is  that  there  are  undoubtedly 
benefits  to  individuals  that  accrue  to  attending  these  schools;  society  presumably  does  not  want 
any  group  (e.g.  students  from  middle-income  families)  to  be  unable  to  attain  these  benefits.  A 
second  concern  is  that  even  if  rising  tuitions  at  these  schools  do  not  reduce  the  opportunity  of 
any  group  of  students  to  attend  these  schools,  continued  increases  in  tuitions  at  the  most 
expensive  schools  may  serve  to  "lead"  tuitions  at  other  schools. 

To  make  attendance  at  these  schools  accessible  to  students  from  all  income  groups,  it 
may  be  necessary  to  increase  the  financial  aid  available  to  students  from  middle-income  families. 
NPSAS  data  indicate  that  students  from  lower-income  families  were  likely  to  receive  large 
amounts  of  financial  aid  from  Federal  and  institutional  sources,  though  students  from  middle- 


".■\liematively.  as  collece  costs  increase  or  schools  become  more  selective,  students  may 
submit  more  applications  in  search  of  "better"  offers  of  financial  aid  or  to  assure  that  they  are 
offered  admission  at  several  institutions. 


income  families  relied  more  on  institutional  aid  to  attend  these  schools.  Part  of  the  shift  of 
students  from  middle-income  families  away  from  private  schools  indicated  by  the  CIRP  data  may 
reflect  the  slow  growth  of  Federal  financial  aid  during  this  time  (along  with  its  concurrent 
reliance  on  loan  rather  than  grant  a'd). 

The  second  concern  with  the  pricing  of  expensive  schools  is  that  they  somehow  provide 
price  leadership  for  other  schools,  that  is,  if  tuitions  increase  at  expensive  schools,  other  schools 
may  have  an  incentive  to  raise  their  prices  to  follow  perceived  price  leaders.  Common 
movements  of  tuition  need  not  involve  any  explicit  agreement  on  the  part  of  schools  to  shift 
prices  in  concert,  but  rather  could  arise  from  a  general  incentive  not  to  compete  on  price.  If 
price  leadership  has  occurred  (and  has  not  simply  reflected  general  increases  in  the  costs  of 
providing  higher  education  or  general  increases  in  the  demand  for  higher  education),  then 
anything  that  would  slow  tuition  increases  of  expensive  schools  would  have  the  effect  of  slowing 
tuition  increases  at  other  schools. 

There  are  constraints  that  may  serve  to  moderate  future  price  increases  at  expensive 
schools.  At  some  point,  some  students  would  Ond  the  "sticker  price"  too  high  to  consider  even 
applying  to  these  schools  unless  it  were  made  very  clear  that  financial  aid  were  available  to 
reduce  the  net  price  to  the  level  of  the  student's  other  alternatives.  Unfortunately,  it  is 
impossible  to  predict  what  this  price  maximum  may  be.  Perhaps  the  best  hope  for  the  future  is 
that  these  schools  will  exercise  restraint  in  raising  their  tuitions  to  ensure  that  many  of  the  T^est" 
students  do  not  move  to  other  schools,  an  outcome  that  would  harm  a  selective  school  that 
raised  its  prices  by  too  much. 
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TABLE  7 


Average  Amounts  of  Aid  Received 

From  Different  Sources  at 
Private  Schools  by  Income  Category 


Institutional 

Federal 

Receives 

■  Aid 

Aid 

Any  Aid 

Tuition 

LJCo%i    I  IXCilX 

/WClagC  rUU 

/WCidgC  /YIU 

$10,000 

Pamilv  Income 

Award 

Award 

Award 

0-20,000 

$2,437 

$3,900 

$6,693 

20  000  -  40  000 

3  078 

5  543 

40  000  -  60000 

1  526 

2  821 

4  248 

60  000  -  80  000 

Z648 

2  782 

%  598 

80  000  -  100  000 

7  878 

2  8'^Q 

241 

100  000+ 

1  Q87 

^^^^^ 

2  798 

M 

2,523 

3,422 

5,193 

Tuition 

Less  Than 

Dependent 

Average  Aid 

Average  Aid 

Average  Aid 

510,000 

Family  Income 

Award 

Award 

Award 

0-20,000 

$6386 

$5,157 

$11,971 

20,000  -  40,000 

6,653 

4,075 

10,746 

40,000  -  60,000 

4,891 

3,180 

7,421 

60,000  -  80,000 

3,594 

3,444 

5,686 

80,000  -  100,000 

4,618 

2,831 

5,006 

100,000+ 

2,679 

2,797 

3,336 

All 

5.598 

3,906 

8.798 

Source:  National  Postsecondary  Student  Aid  Study:  Independent  Computation  by  Pelavin  Associates. 
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that  some  students  receive  no  aid  while  others  may  receive  a  great  deal  of  aid.  From  the 
standpoint  of  a  school,  an  average  net  tuition  Ggure  calculated  using  institutional  aid  for  all 
students  within  an  income  group  represents  the  average  total  tuition  revenue  collected  from 
students  after  awarding  institutional  aid.  In  general,  by  comparing  average  net  tuitions  to 
average  full  tuitions  for  students  within  an  income  group,  we  can  obtain  a  sense  of  the  portion  of 
total  tuitions  covered  by  students'  own  payment,  institutional  aid,  and  other  sources. 

Table  8  presents  information  on  average  net  tuitions  by  income  category.  Consider  the 
sample  of  students  with  family  incomes  less  than  $20,000  who  attended  expensive  institutions. 
The  average  tuition  of  the  schools  these  students  attend  was  $10,941.  If  we  consider  all 
institutional  aid  awards  these  students  receive,  we  see  that  average  net  tuition  fell  to  $6,200: 
institutional  aid  covered  about  44  percent  of  total  tuitions  costs  for  all  students  in  this  income 
group;  in  effect^  institutions  used  their  own  resources  to  "rebate"  tuitions  to  this  group.^  ff  we 
then  take  into  account  all  financial  aid,  the  table  shows  that  students  in  this  group  paid  less  than 
ten  percent  ($938/$10,941)  of  their  total  tuition  bill  at  the  most  expensive  schools. 

The  information  presented  in  Table  8  indicates  the  role  that  institutional  and  other 
financial  aid  played  in  reducing  the  price  of  expensive  institutions  for  students  of  varying  financial 
means.  Over  all  income  groups,  the  average  tuition,  net  of  all  financial  aid,  for  students  at  the 
most  expensive  schools  was  $5,400  compared  to  $2,100  at  less-expensive  private  schools. 
Financial  aid  cut  the  average  net  cost  to  all  students  of  the  most  expensive  schools  roughly  in 
half.  For  both  types  of  schools,  the  reduction  in  cost  (in  terms  of  percent  total  tuition)  from 


*The  award  of  institutional  financial  aid  represents  a  reduction  in  price  to  students  on  the 
part  of  schools  in  that  school  mast  use  their  own  resources  to  make  these  awards.  The  award  of 
financial  aid  offers  schools  the  opportunity  to  selectivelv  lower  their  price  to  students  while 
charging  full  tuitions  to  other  students. 


TABLE  8 


Tuition  and  Fee  Costs 
Expenses  at  Private  Instituions  Net 
of  Financial  Aid 


Tuition 
Less  Than 
$10,000 


Dependent 
Family  Income 

0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000-1- 


Adjusted 
Full-Year 
Tuition  & 
Fees 


Mean 

$5,631 
5,801 
6,100 
6,434 
6,281 
6.601 


Tuition 
and  Fees 
Less 
Institutional  Aid 


Mean 


Tuition 
and  Fees 
Less  All 
Aid 


Mean 

$-442 
945 
2,900 
4,444 
4,956 
5.976 


Tuition 
More  Than 
$10,000 


Dependent 
Family  Income 


Mean 


Mean 


Mean 


0-20,000 
20,000  -  40,000 
40,000  -  60,000 
60,000  -  80,000 
80,000  -  100,000 
100,000-1- 


$10,940 
11,022 
11,125 
11,018 
11,092 
11.068 


$6,199 
5,787 
8,345 
9,677 
9,835 

10.771 


$938 
1312 
5,747 
7,650 
9,034 
10.499 


AJ] 


11,051 


8,164 


5,391 


Source:  National  Postsecondary  Student  Aid  Study:  Independent  Computation  by  Pelavin  .Associates. 
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financial  aid  was  substantial,  though  these  reductions  were  much  more  substantial  for  students 
from  lower-  and  middle-income  families  at  both  types  of  schools. 

On  average,  students  in  the  lowest  income  category  faced  a  final  tuition  cost  of  under 
$1,000  at  the  most  expensive  schools.  At  the  less-expensive  schools,  students  in  the  lowest 
income  category  received  enough  financial  aid  on  average  to  fully  cover  their  tuitions  plus  an 
additional  $400  to  ofiiset  other  expenses.  The  final  tuition  cost  of  attending  an  expensive 
institution  faced  by  the  average  student  in  the  bottom  income  category  (0-520,000  family  income) 
was  about  $1,400  more  than  the  final  cost  faced  by  a  similar  student  at  a  less-expensive  private 
school.  On  the  other  hand,  the  average  final  cost  faced  by  students  from  the  top  income 
category  attending  the  most  expensive  schools  is  $4,500  more  than  that  faced  by  similar  students 
attending  the  other  schools. 

Table  9  presents  the  differences  in  the  after-aid  tuitions  of  attending  the  most  expensive 
schools  versus  other  private  schools  by  income  category  after  accounting  for  all  financial  aid. 
The  first  column  gives  the  average  difference  in  terms  of  a  percentage  of  total  (tuition)  costs  that 
students  within  an  income  group  paid  to  attend  of  one  of  the  most  expensive  schools.  For 
example,  among  students  with  family  incomes  between  $20,000  and  $40,000,  the  average  after-aid 
tuition  of  students  who  attended  one  of  the  most  expensive  schools  was  39  percent  higher  than 
after-aid  tuition  at  less-expensive  schools.  The  second  column  of  the  table  presents  this 
difference  in  terms  of  dollars;  among  students  from  families  with  incomes  between  $20,000  and 
$40,000,  students  paid  $367  more  on  average  to  attend  an  expensive  school.  On  average,  across 
all  income  categories,  students  paid  approximately  $3,200  more  in  tuition  to  attend  the  most 
expensive  schools  after  accounting  for  financial  aid. 

Table  9  shows  that  in  general,  it  cost  more  to  attend  an  expensive  school,  even  after 
accountinc  for  financial  aid.  An  exception  was  among  students  from  the  lowest  income  group:  at 


TABLE  9 

Price  Premium  of  Attending  by 
Income  Category  After  Receipt  of  Financial  Aid 


Income  Bracket 

Percent  Premium 

Dollar  Premium 

XT  A  • 

IN  A* 

5138I 

20,000  -  39,999 

39% 

367 

40,000  .  59,999 

98% 

2,847 

60,000  .  79,999 

72% 

3,207 

80,000  .  99,999 

82% 

4,078 

100,000+ 

76% 

4,534 

Average  (all  students) 

52% 

$3,252 

•Because  the  average  amount  of  aid  for  students  in  this  income 
category  exceeded  the  tuition  and  fees  at  the  less  expensive 
schools,  a  percentage  could  not  be  computed. 


Source:     National  Postsecondary  Student  Aid  Study: 

Independent  Computation  by  Pelavin  Associates. 


29 

it  '.J  U 


the  less  expensive  schools,  total  financial  aid  exceeded  the  average  tuitions  of  these  schools,  while 
at  the  more-expensive  schools,  aid  does  not  fully  cover  tuition  among  these  students.  The 
income  group  that  appears  to  have  paid  the  largest  "premium'  (in  terms  of  the  percentage 
difference  in  after-aid  tuitions)  to  attend  an  expensive  school  was  the  $40,000  -  $60,000  income 
group.  This  may  reflert  the  lower  eligibility  for  Federal  necd-based  financial  aid  of  these 
students. 

The  analyses  presented  above  indicate  that  substantial  resources  were  provided  both  by 
institutions  and  other  sources  to  effectively  lower  the  tuitions  of  expensive  institutions.  Despite 
the  presence  of  financial  aid,  students  from  aU  income  groups  can,  paid  more  to  attend  an 
expensive  institution  than  other  private  schools.  Fmancial  aid  did  serve  to  narrow  the  differences 
in  tuitions  among  lower-income  students.  The  fact  that  more  institutional  financial  aid  was 
awarded  at  the  most  expensive  institutions  was  a  substantial  factor  in  reducing  the  amount 
students  pay  to  attend  an  expensive  school;  the  difference  between  the  average  amount  of 
Gnancial  aid  provided  by  other  sources  at  the  most  expensive  institutions  was  only  marginally 
higher  than  at  other  private  institutions. 

Changes  in  Affordabilitv  Over  Time 
Given  that  tuitions  at  the  most  expensive  private  schools  increased  more  rapidly  than  they 
did  at  other  private  schools  in  the  1980s,  the  question  arises  of  whether  these  tuition  increases 
have  foreclosed  the  option  of  attending  expensive  schools  for  students  from  lower-  and  middle- 
income  families.  One  data  source  that  may  be  used  to  examine  the  incomes  of  students  at 
different  types  of  schools  over  time  is  the  Annual  Freshman  Survey  collected  by  the  Cooperative 
Institutional  Research  Program  (CIRPl 
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One  problem  in  using  CIRP  data  is  that  family  income  is  reponed  only  in  broad 
categories.  It  is  therefore  difficult  to  make  the  inflation  adjustments  that  would  permit 
examination  of  how  the  income  distribution  of  students  at  different  schools  has  changed  over 
time.  We  have  made  rough  adjustments  to  the  CIRP  income  categorie:>'  to  compare  income 
categories  for  1980  and  1986. 

Between  1980  and  1986,  the  proportion  of  students  at  expensive  private  schools  from 
families  with  incomes  over  $75,000  (1986  dollars)  increased  from  24  to  34  percent.  Over  the 
same  time,  students  from  this  income  group  increased  their  share  of  enrollments  at  other  private 
schools  from  14  to  19  percent.  In  comparison,  there  was  little  change  in  the  proportion  of 
students  from  families  with  incomes  under  $30,000  (1986  dollars);  it  remained  constant  at  about 
20  percent  At  other  private  schools,  the  enrollment  proportion  of  these  students  increased  from 
31  to  33  percent.  The  implication  of  these  changes  is  that  enrollments  at  private  schools, 
particularly  at  the  more  expensive  schools,  shifted  toward  enrollments  of  students  from  higher 
income  families.  This  shift  occurred  as  the  proportion  of  students  from  the  $30,000  to  $75,000 
income  group  declined  at  private  schools;  CJKP  data  indicate  that  students  from  this  income 
group  were  more  likely  to  enroll  at  public  schools  (both  four-year  and  two-year  over  this  time). 


Conclusion 

In  this  paper,  we  have  examined  expensive  private  schools  from  several  perspectives, 
including  the  benefits  that  they  may  provide  to  students.  Even  though  tuitions  at  the  most 
expensive  schools  have  increased  more  rapidly  than  they  have  at  other  private  schools  over  time, 
it  appears  that  the  demand  to  attend  these  schools  has  increased  despite  the  relative  increase  in 
tuitions.  College  Board  data  indicate  that  from  19S3  to  1988,  the  number  of  applications 
submitted  to  the  most  expensive  institutions  increased  by  31  percent  compared  to  an  increase  of 


24  percent  at  other  private  schools.  One  possible  explanation  for  this  outcome  is  that  students 
perceive  that  the  relative  benefits  of  attending  these  schools  have  increased  at  a  greater  rate  than 
their  tuitions.' 

The  expert  paper  on  the  market  for  higher  education  has  examined  the  lack  of  incentive 
that  selective  schools  have  to  lower  tuition  and  compete  on  the  basis  of  price  to  attract  students. 
The  competition  among  these  schools  to  attract  students  appears  to  take  the  form  of  "quality" 
competition  to  provide  students  with  expanded  program  offerings,  smaller  classes,  additional 
faciliUes  and  so  forth.  If  the  value  students  place  on  these  items  is  greater  than  the  tuition 
increases  schools  charge  to  cover  them,  then  students  will  be  willing  to  pay  higher  tuitions  to 
attend  these  schools.  A  question  arises  of  whether  tuitions  at  these  schools  wiU  continue  to  rise 
in  the  future. 

Although  expensive  private  schools  enroll  only  a  small  share  of  aU  undergraduates,  there 
are  two  central  concerns  regarding  their  future  pricing.  The  first  is  that  there  are  undoubtedly 
benefits  to  individuals  that  accrue  to  attending  these  schools;  society  presumably  does  not  want 
any  group  (e.g.  students  fi^m  middle-income  famiUes)  to  be  unable  to  attain  these  benefits.  A 
second  concern  is  that  even  if  rising  tuitions  at  these  schools  do  not  reduce  the  opportunity  of 
any  group  of  students  to  attend  these  schools,  continued  increases  in  tuitions  at  the  most 
expensive  schools  may  serve  to  ^ead"  tuitions  at  other  schools. 

To  make  attendance  at  these  schools  accessible  to  students  from  all  income  groups,  it 
may  be  necessary  to  increase  the  financial  aid  available  to  students  from  middle-income  families. 
NPSAS  data  indicate  that  students  from  lower-income  families  were  likely  to  receive  large 
amounts  of  financial  aid  from  Federal  and  institutional  sources,  though  students  from  middle- 


'Aliemaiively  as  college  costs  increase  or  schools  become  more  selective,  students  may 
submit  more  applications  in  search  of  "better"  offers  of  financial  aid  or  to  assure  that  they  are 
offered  admission  at  several  insiiiuiions. 


income  families  relied  more  on  institutional  aid  to  attend  these  schools.  Part  of  the  shift  of 
students  from  middle-income  families  away  from  private  schools  indicated  by  the  CIRP  data  may 
reflect  the  slow  growth  of  Federal  financial  aid  during  this  time  (along  with  its  concurrent 
reliance  on  loan  rather  than  grant  aid). 

The  second  concern  with  the  pricing  of  expensive  schools  is  that  they  somehow  provide 
price  leadership  for  other  schools,  that  is,  if  tuitions  increase  at  expensive  schools,  other  schools 
may  have  an  incentive  to  raise  their  prices  to  follow  perceived  price  leaders.  Common 
movements  of  tuition  need  not  involve  any  explicit  agreement  on  the  part  of  schools  to  shift 
prices  in  concert,  but  rather  could  arise  from  a  general  incentive  not  to  compete  on  price.  If 
price  leadership  has  occurred  (and  has  not  simply  reflected  general  increases  in  the  costs  of 
providing  higher  education  or  general  increases  in  the  demand  for  higher  education),  then 
anything  that  would  slow  tuition  increases  of  expensive  schools  would  have  the  effect  of  slowing 
tuition  increases  at  other  schools. 

There  are  constraints  that  may  serve  to  moderate  future  price  increases  at  expensive 
schools.  At  some  point,  some  students  would  find  the  "sticker  price"  too  high  to  consider  even 
applying  to  these  schools  unless  it  were  made  very  clear  that  financial  aid  were  available  to 
reduce  the  net  price  to  the  level  of  the  student's  other  alternatives.  Unfortunately,  it  is 
impossible  to  predict  what  this  price  maximum  may  be.  Perhaps  the  best  hope  for  the  future  is 
that  these  schools  will  exercise  restraint  in  raising  their  tuitions  to  ensure  that  many  of  the  T^est" 
students  do  not  move  to  other  schools,  an  outcome  that  would  harm  a  selective  school  that 
raised  its  prices  by  too  much. 
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Introduction 


Tuition  charges  at  colleges  and  universities-  increased  in  real  terms  throughout  the  1980s. 
These  tuition  increases  have  been  accompanied  by  real  increases  in  educational  and  general 
(E&G)  expenditures  (defined  in  Appendix  A)  and  followed  flat  or  negative  growth  in  the  late 
1970s.  Real  net  tuition  revenue  (defined  as  total  tuition  revenue  minus  institutional  financial  aid, 
corrected  for  inflation)  rose  39  percent  at  private  four-year  schools  between  the  academic  years  of 
1980/81  and  1985/86  after  falling  4  percent  in  the  previous  five  year  period  At  the  same  time, 
real  E&G  expenditures  at  these  schools  rose  29  percent  between  1980/81  and  1985/86  and  fell  1 
percent  between  1975/76  and  1980/81.  Similar  trends  were  observed  in  the  public  sector.  Exhibit 

1  presents  these  trends. 

While  the  1970s  were  a  period  of  relatively  high  inflation,  the  increases  in  tuitions  in  the 
1980s  have  more  than  compensated  for  the  declines  from  the  previous  decade.  Public  policy 
debate  has  focused  on  the  relationship  between  the  increases  in  tuition  and  expenditures  in  the 
1980s.   Some  argue  that  tuitions  increased  to  cover  rising  college  costs  while  others  argue  that 
institutions  exploited  their  ability  to  raise  tuition  in  order  to  obtain  additional  revenue  needed  to 
increase  expenditures. 

Many  reasons  have  been  put  forward  to  explain  rising  tuitions.  Increases  in  a  number  of 
different  expenditures  could  have  forced  increases  in  tuitions.  Faculty  salaries  and  administrative 
growth  are  two  commonly  cited  expenditures  which  have  grown  in  the  1980s.  It  has  also  been 
suggested  that  colleges  chose  to  raise  tuition  to  generate  new  revenue  and  cover  additional 
expenditures.  Thus,  tuition  increases  are  driven  by  increased  costs  or  by  other  factors  not  related 
to  increases  in  the  cost  of  providing  the  educational  sen'ices. 

A  decade  ago,  Howard  Bowen  (1980)  posited  that  tuitions  are  driven  by  non-cost  factors. 
Schools,  he  claimed,  will  spend  all  of  the  money  that  they  can  and  wll  raise  tuition  if  possible  to 


%  change       %  change 
1975/76    1980/81    1985/86    1975        1?8Q    1  ^^^0  198? 


Net  Tuition  Revenue  $^.013  $3,835  §5.^  i  _  ^^^^ 

E&G  Expenditures  7,813  7.71J  f.^^^ 

Budget  Share  of  Tuition  51%  50%  54% 

TMbiirr  Fwr-Yg^r  .47  475  .6  +ai 

Net  Tuition  Revenue  1.117  1.0^7  21 

trro  p  H4^,^..Q  6.452  6.524  7.884  +1 


E&G  Expenditures 
Budget  Share  of  Txiition 


17%  16%  19% 


PtihUr  Two -Year  .^^2  +32 

Net  Tuition  Revenue  6"  608  802 


ESiG  Expendittires 
Budget  Share  of  Tuition 


3,952        3,870        5,030  -  2 

18%  16%  16% 


Source:    HEGIS  tabulations  (see  rrofySPrtion  M<?4?1  below  for  details). 


generate  extra  money  to  cover  additional  expenditures.  In  other  words,  tuition  levels  are  not  set 
to  balance  the  budget  Rather,  they  are  set  to  raise  as  much  tuition  revenue  as  possible  in  order 

to  fund  additional  programs. 

Recently,  a  Stanford  University  ofScial  stated  that  Stanford  would  make  decisions  about 
which  programs  to  add  by  asking  the  question:  "Can  we  raise  tuition  to  pay  for  this  program?" 
Tnis  would  indicate  that  for  Stanford,  at  least,  the  answer  to  the  question  of  whether  schools 
raised  tuition  as  a  means  of  funding  additional  programs  was  "yes." 

The  two  suppositions  -  (1)  increasing  expenditures  drive  tuitions  and  (2)  tuitions  increase 
because  of  market  forces  -  are,  in  reality,  not  mutually  exclusive.  As  an  example,  energy  costs 
might  go  up  at  the  same  time  that  the  value  of  a  coUege  degree  increased  In  this  case,  higher 
costs  would  put  upward  pressure  on  tuitions  and  at  the  same  time  schools  may  have  exploited 
their  increased  abiHty  to  raise  tuition.  This  decomposition  of  tuition  increases  is  similar  to 
describing  price  changes  as  "cost-push"  and  "demand-puU"  inflation.  Here,  increased  expenditures 
represent  cost-push  pressures  on  tuition  while  Bowen  describes  demand-puU  pressures  on  tuition 
levels. 

How  Do  Colleges  Behave? 

The  vast  majority  of  coUege  students  in  the  United  States  are  enrolled  in  non-proGt 
schools.  If  colleges  were  organized  as  for-proOt  institutions,  their  behavior  would  be  significantly 
altered.  For  instance,  colleges  would  raise  as  much  tuition  revenue  as  they  could  (from  a  group 
of  students  with  fixed  instructional  costs)  in  an  effort  to  maximize  the  difference  between 
revenues  and  costs.  There  would  be  no  incentive  to  turn  away  applicants  who  were  willing  to  pay 
the  full  cost  of  their  attendance.  Financial  aid  would  be  a  simple  vehicle  for  price  discrimination. 


and  there  would  be  little  incentive  to  offer  merit-based  financial  aid.^  TTaere  would  be  "bottom 
line-  pressures  to  cut  programs  that  weren't  "pulling  their  weight"  (fully  covering  their  costs). 
Colleges  would  be  very  concerned  with  legitimacy,  including  both  accreditation  and  the  perception 
of  the  "product"  they  are  "selling"  by  "customers."  Th^  would  have  incentives  to  offer  the 
cheapest  programs  possible  without  losing  their  legitimacy. 

TTie  standard  economic  model  of  the  firm  must  therefore  be  modified,  since  these  models 
rely  on  the  firm  acting  as  a  profit-maximizing  organization.  One  possibiUty  is  to  assume  that 
coUeges  are  maximizing  utility  of  administrators  and  other  decision  makers.  Utility-maximizing 
colleges  could  have  very  posh  surroundings,  with  lots  of  amenities  like  health  clubs,  skybox  seats 
in  the  athletic  stadiums  and  numerous  administrative  and  faculty  perquisites.  This  model  has  been 
suggested  for  hospitals  where  fancy  equipment  which  is  rarely  used  is  purchased  "to  keep  the 

doctors  happy"  (Lee,  1971). 

Another  model  for  describing  the  behavior  of  non-profit  firms  assumes  that  they  operate 
as  cost-minimizers.  However,  this  approach  suffers  from  many  of  the  same  problems  as  the  profit- 
maximization  model,  especiaUy  the  assumption  of  unanimity  of  purpose  by  the  decision  makers.^ 

The  compUcations  which  occur  when  modelling  coUege  behavior  arise,  in  part,  because  of 
the  extreme  diversity  represented  by  the  "output"  of  these  organizations.  Each  of  these  outputs 
has  its  own  constituency.  Each  constituency  has  varying  degrees  of  influence  over  the  decisions 
which  are  reached.  These  constituencies  comprise  the  coUege  community,  which  is  made  up  of 
administrators,  faculty,  staff,  students  and  their  parents,  and  alumni(ae).  This  community  also 
includes  governing  boards  as  well  as  Federal,  state  and  local  poUcy  makers  and  the  public  at  large 


1  There  might  be  incentives  to  offer  merit-based  aid  in  order  to  enroU  prestige-enhancing 
students,  such  as  National  Merit  Scholars. 

-  See  Rose  Ackerman  (1986)  for  further  discussion  of  ihe  issues  involved  in  economic 
anah'sis  of  non-profit  organizations. 


A  constructive  method  for  thinking  about  coUege  behavior  is  presented  by  McPherson, 
Schapiro  and  Winston  (1988).  Rather  than  modelling  the  university  as  maximizing  some  objective 
function,  a  political  model  is  used  to  describe  the  resource  aUocalion  process  which  occurs.  A  set 
of  objectives  which  they  hypothesize  coUeges  share  includes: 

1.       Maintenance  or  improvement  of  the  quaUty  of  education  the  institution  can  offer 
in  the  future; 

^.        Expansion  of  the  appUcant  pool  -  either  with  the  objective  of  attaining  adequate 
enrollment  (for  nonselective  institutions)  or  of  increasing  the  institution's  capacity 
to  select  preferred  students; 

3.  Recruitment  of  a  socioeconomically  diverse  population  of  students;  and 

4.  Improvement  of  the  institution's  prestige  and  reputation  (McPherson,  Schapiro, 
Winston,  1988;  p.  18). 

The  objectives  of  the  coUege  set  up  a  tension  between  the  desire  to  obtain  more  revenue 
and  the  desire  to  keep  tuition  low.  Additional  tuition  revenue  could  be  used  to  fund 
quality/prestige/reputation  improvements.  Higher  tuition  could  reduce  the  applicant  pool  and  hurt 
low-income/minority  recruiting  as  weU  as  angering  alumni(ae),  students  and  parents. 

Accompanying  these  objectives  are  several  constraints  under  which  institutions  operate. 
Some  of  these  constraints  are  material:  the  condition  of  the  physical  assets  of  the  university;  the 
level  and  type  of  endowment  funds;  and  outside  revenue  sources  to  name  a  few.  Other 
constraints  are  institutional  -  how  each  institution  defines  its  mission  and  the  impact  of  past 
decisions  on  current  aUocation  priorities.  Each  coUege  also  operates  in  an  economic, 
governmental  and  political  environment  which  can  have  substantial  impact  on  the  decisions  which 
are  undertaken.^ 


^  Paul  Brinkman  (1988)  provides  an  excellent  description  of  the  influences  of  resource 
allocation  on  higher  education  decisions.  Garvin  (1980)  pro%'ides  a  description  of  umversm- 
behavior  from  an  economic  perspective. 


RecaU  the  two  suppositions  which  this  paper  examines.  The  Gist  supposes  that  increasing 
expenditures  drive  tuition  increases.  This  could  arise  from  a  budget  process  which  treats  tuition 
as  the  residual  Expenditure  levels  are  determined,  and  tuition  is  used  to  make  up  the  difference 
between  expenditures  and  other  revenues.  Under  this  scenario,  the  tuition  increases  which  have 
been  observed  in  the  recent  past  are  related  to  either  increased  costs  of  providing  educational 
services  or  revenue  shortfalls  from  other  sources.  Hiis  may  be  especially  acute  for  public 
institutions  since  most  state  and  local  government-  have  experienced  sustained  problems  balancing 

their  budgets  in  the  past  decade. 

The  second  supposition  reverses  the  direction  of  causality  -  first  tuition  levels  are 
determmed,  and  the  revenue  is  spent  on  various  programs.  This  corresponds  to  tuition  being  set 
by  market  forces  and  the  money  being  spent  for  quaUty/prestige/reputation  improvements.  Under 
this  scenario,  tuition  increases  of  the  past  decade  might  be  ascribed  to  increased  demand  for 
coUege  arising  from  higher  returns  to  coUege  education.  Tuition  increases  could  also  be 
attributed  to  prestigious  coUeges  taking  advantage  of  inelastic  demand  for  their  services  and  their 
ability  to  raise  tuition  without  affecting  their  appUcant  pool  TTiis  could  have  allowed  less 
prestigious  coUeges  to  foUow  their  lead  and  still  keep  their  relative  price  about  the  same.  For  the 
pubUc  sector,  increases  in  the  private  sector  might  have  made  tuition  increases  more  palatable, 
since  the  relative  "cheapness"  of  pubUc  education  is  maintained. 

In  aU  likelihood,  both  of  these  suppositions  are  operating  to  a  greater  or  lesser  extent  at 
different  institutions.  Budget  committees  sort  out  these  issues  and  arrive  at  tuition  and 
expenditure  levels  each  year.  The  task  which  this  paper  undertakes  is  to  discover,  exfiost.  how 
these  different  objectives  and  constraints  were  traded  off  at  colleges  and  universities  over  the  past 


decades. 


It  is  an  empirical  issue  whether  these  effects  are  present,  and  what  their  magnitude  is. 
The  model  described  below  is  designed  to  detect  and  measure  each  effect  separately  while  taking 
account  of  other  factors  afifecting  both. 

An  Empirical  Model  of  College  Behavior 
The  empirical  model  focuses  on  the  joint  determination  of  tuition  and  expenditures.  Both 
amounts  are  arrived  at  concurrently,  with  the  level  of  one  affecting  the  other.  This  structure 
leads  to  a  fully  integrated  simultaneous  equation  system,  where  vuitioa  is  a  function  of 
expenditure  and  expenditure  is  a  function  of  tuition.  Such  a  structure  will  allow  an  empirical  test 
of  whether  the  posited  effects  existed,  and  if  they  changed  over  time.  The  coefficient  on 
expenditure  in  the  tuition  equation  will  describe  the  effect  that  increases  in  the  cost  of  providing 
educational  services  had  on  tuition  levels.  The  coefficient  on  tuition  in  the  expenditure  equation 
will  descTibe  the  effect  that  increases  in  tuition  had  on  expenditure  levels. 

One  complication  associated  with  any  treatment  of  txiition  revenue  is  the  distinction 
between  gross  and  net  tuition  revenue.  Colleges  do  not  receive  the  full  amount  of  tuition 
charged  -  some  of  it  is  rebated  back  to  students  as  tuition  discounts  or  financial  aid  This  can 
either  be  modelled  with  two  equations  (one  for  gross  tuition  revenue  and  one  for  institutional 
aid)  or  one  (net  tuition  revenue).  This  model  uses  net  tuition  revenue,  or  that  amount  which 
each  school  can  use  to  fund  its  programs. 

The  use  of  net  tuition  revenue  involves  some  tradeo^.  We  will  be  unable  to  answer 
some  interesting  questions  regarding  the  role  of  institutional  aid  in  ofisetting  increases  in  tuition 
charges.  Instead,  a  constrained  solution  is  estimated  which  incorporates  choices  made  regarding 
both  the  tuition  sticker  price  and  insiiiutional  aid.  Tnis  approach  was  chosen  because  it  pro\'ides 


the  clearest 


specification  for  determining  the  tradeoffs  between  expenditures  and  spendable 


tuition  revenue* 

PubUc  institutions  rely  heavily  on  state  appropriations  for  funding.  State  legislatures  also 
have  varying  degrees  of  control  in  setting  tuition  levels.  In  some  states  the  legislature  sets  the 
icvei  of  tuition,  while  in  other  states  the  decision  is  left  up  to  governing  boards  (SHEEO.  1988). 
However,  it  is  reasonable  to  assume  that  legislatures  are  aware  of  the  implications  their 
appropriation  decisions  will  have  on  tuition  charges.  THe  empirical  model  treats  state 
appropriations  as  a  jointly  determined  variable  with  tuition  and  expenditure  levels,  Smce  state 
appropriations  are  determined  before  final  tuition  and  expenditure  decisions  are  made,  this 
variable  enters  the  simultaneous  equation  recursively.* 

Tremendous  diversity  is  present  in  the  postsccondary  sector,  both  in  size  and  in 
educational  mission.  In  order  to  make  meaningful  comparisons  between  schoob  of  different  sizes, 
each  budget  item  was  divided  by  the  amount  of  full-time  equivalent  (FTC)  students.^  However, 
there  may  stiU  be  some  variation  across  different  sized  schools  which  may  remain  after  putting  the 
dollar  figures  in  per-FIE  terms.  For  instance,  there  may  be  economies  of  scale  present  in  the 
higher  education  production  function  (see  Brinkman  and  UsUe  1986).  Tl^ese  effects  are  allowed 
for  by  including  the  number  of  FIE  students  as  an  explanatory  variable  in  the  expenditure  and 
State  appropriations  equations. 


^  The  treatment  of  state  appropriations  as  a  jointly  J^^^J^^^f  ^^^^^^ 
unmeasured  factors  which  may  affect  aU  S^c  Xts  tuition  and 

system.  The  recursive  nature  of  state  ^PP':°P"f  ""f th^e  l^elTScept  bv  unmeasured 
expenditures,  but  appropriations  are  not  directly  affected  by  these  levels  excep  . 


factors. 


the  methodology  used  by  the  National  Center  for  Education  Statistics,  thre 


   iree  part- 

^  Followinfi 


time 


students  are  considered  equivalent  to  one  full-time  stuaent. 


Varied  educational  missions  are  controlled  for  by  examining  separately  three  broad  groups 
of  higher  education  institutions:  public  two-year  schools,  public  four-year  schools  and  private 
four-year  schools.^  Of  course,  substantial  variety  still  remains  within  these  three  groups, 
especially  the  private  four-year  group.  It  is  difScult  to  divide  four-year  schools  along  well-defined 
lines.  One  distinction  used  in  the  empirical  model  is  between  "universities"  and  "other  four-year 
schools"  (using  the  National  Center  for  Education  Statistics  definition).  A  dummy  variable  for 
imiversities  was  included  in  the  models  for  four-year  schools.^ 

Although  state  appropriations  are  not  a  large  revenue  source  for  the  private  sector,  the 
empirical  model  still  considers  them  endogenous  to  the  system.  If  they  have  no  effect,  the 
coefficient  estimate  will  be  zero  and  nothing  is  lost  by  estimating  this  equation  (since  it  enters 
reairsively).  However,  there  is  some  evidence  that  public  policy  at  the  state  level  has  significant 
effects  on  private  institutions  (Astin  and  Inouyi,  1988).  It  is  also  reasonable  to  assume  that  these 
private  institutions  have  at  least  some  influence  regarding  the  level  of  state  appropriations  they 
receive,  since  they  must  enter  the  legislative  process  in  order  to  win  funds  from  the  state  budget 

The  empirical  model  has  three  jointly  determined  variables:  E&G  expenditures,  net 
tuition  revenue  and  state  appropriations.  It  is  assumed  that  state  appropriations  affect  the  tuition 
level,  but  the  level  of  direct  state  support  is  chosen  before  tuition  and  expenditure  levels  are  set 
Tuition  and  expenditures  affect  each  other.  These  two  variables  represent  a  fully  integrated 
system.  The  model  that  is  estimated  is  of  the  following  general  form: 


^  The  other  two  logical  groups  are  private  two-year  schools  and  proprietary  schools.  The 
private  two-year  group  is  too  small  to  \ield  useful  results  and  no  data  exists  for  the  estimation  of 
this  model  on  proprietan*  schools. 

'  Universities  represent  too  small  a  group  to  allow  separate  estimation. 


E  =  aj.T  +  a2.S  +  aj.X  + 
T  =  bj.E  +  b2.S  +  bj.Y  + 

S  =  Ci.Z  +.03 

whcrcz 

E  =  E&G  Expenditures  per  FTE; 
T  «  Net  Tuition  Revenue  per  Mi::; 
S  =  State  Appropriations  per  FTE; 
X  «  Other  variables  affecting  E; 
Y  =  Other  variables  affecting  T; 
Z  =  Other  variables  affecting  S; 
a,b,c  =  Parameters  to  be  estimated;  and 
e  =  Random  error. 

The  analytic  focus  of  this  research  project  is  the  process  by  which  tuition  and  expenditure 
levels  are  detenninf;d  over  time.  DoUar  figures  are  in  real  terms  and  expressed  as  natural 
logarithms,  which  gives  the  coefficient  estimates  the  interpretation  of  being  elasticities.  An 
elasticity  is  the  percentage  change  in  one  variable  which  occurs  when  the  other  variable  changes 

by  one  percentage  point 

It  is  ak;o  possible  to  recover  the  derivatives  from  tiie  results.  The  derivative  is  obtained  by 
multiplying  the  elasticity  by  tiie  ratio  of  the  levels  of  each  variable.*  For  tiie  cost  derivative,  tiiis 
ratio  is  tiie  budget  share  of  tuition  for  each  of  the  two  years  in  tiie  model  being  estimated.  For 
the  non-cost  derivative,  the  ratio  is  tiie  reciprocal  of  tiie  budget  shares  of  tuition.  TTius,  the 
derivative  represents  a  weighting  of  the  elasticity  by  tiie  shifting  budget  share  of  tuition.  If  the 
budget  share  has  risen,  the  cost  derivative  will  be  larger  than  the  cost  elasticity  and  the  non-cost 
derivative  will  be  smaller  than  the  non-cost  elasticity. 

The  specification  of  dollar  figures  in  logarithms  assumes  a  constant  elasticity  over  the  time 
period  under  consideration.  Since  the  model  is  estimated  on  three  different  time  periods,  one 


s  Tne  specification  of  the  model  as  the  difference  in  the  logs  is  algebraically  equivalent  to  the 
log  of  the  ratio. 
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interesting  result  is  whether  the  elasticities  have  changed  over  time.  A  changing  elasticity  will 
indicate  a  change  in  the  process  being  modelled. 

The  empirical  model  of  college  behavior  provides  the  basis  for  the  two  econometric 
models  estimated  below.  Each  econometric  model  is  modified  as  necessary  to  use  available  data. 
Both  sets  are  primarily  derived  from  the  Higher  Education  General  Information  Survey  (HEGIS) 
maintained  by  the  National  Center  for  Education  Statistics.  The  Qrst  is  a  cross-section  irodel 
which  uses  institutional  level  data  for  three  separate  academic  years:  1975y76,  1980/81  and 
1985/86.  The  second  model  is  a  time-series  model  which  uses  annual  data  by  sector  for  20  years: 
1966/67  to  1985/86.  Both  models  can  inform  the  analysis,  but  the  cross-section  model  provides  a 
much  richer  description  of  each  college's  financial  characteristics,  as  well  as  other  determinants  of 
the  process  under  consideration. 

The  paucity  of  data  which  were  available  for  the  estimation  of  the  time-series  model  leads 
to  results  which  are  not  as  precisely  estimated  as  the  cross-section  results.  The  estimation  of  the 
time-series  model  should  be  viewed  as  a  method  of  further  examining  the  process  on  a  different 
data  set  It  also  serves  as  a  check  on  the  results  of  the  cross-section  model  estimanon.  However, 
the  lack  of  observations  requires  more  careful  interpretation  of  the  results. 

The  next  sections  describe  the  cross-section  model  and  the  results  of  the  estimation  of  the 
model.  A  discussion  of  the  time-series  model  follows,  and  then  the  results  of  the  two  models  are 
compared. 


rrngg.Sf>gtinn  Mod^l  Specification 
Within  the  cross-section  model,  financial  variables  are  specified  as  the  difference  in  the 
logs  of  each  dollar  amount  over  five-year  periods.'  The  model  is  estimated  on  two  separate  time 
periods:  1975/76  to  1980/81  and  1980/81  to  1985/86.  TTiis  specification  assumes  that  the  elasticity 
between  tuition  and  expenditures  did  not  change  within  each  of  these  periods,  but  aUows  the 
elasticity  to  change  between  the  two.  periods. 

The  three  equations  -  E&G  expenditures,  net  tuition  revenue  and  state  appropriations  - 
have  several  variables  in  common,  -mese  are  the  level  of  Federal  direct  appropriations,  Federal 
grants  and  contracts,  local  direct  appropriations,  state  and  local  grants  and  contracts,  and  private 
gifts.i°  This  set  of  variables  is  expected  to  have  a  positive  effect  on  the  level  of  E&G 
expenditures,  since  increases  (decreases)  in  these  revenue  sources  ought  to  lead  to  increases 
(decreases)  in  total  expenditures.  These  variables  are  expected  to  have  a  negative  effect  on  net 
tuition  revenue  since  increased  revenue  from  other  sources  should  lead  to  decreased  reUance  on 
tuition  revenue  to  fund  current  operations.  The  effect  of  outside  revenue  on  state  appropriations 
is  uncertain,  since  these  may  either  be  complements  or  substitutes  for  state  support  of  higher 
education. 


'  Some  schools  reported  zero  amounts  in  some  categorir.  (for  instance,  numerous  schools  do 
not  recede  dkeS^bS^ap^  even  though  this  is  a  significant  revenue  source  for  other 

schookrSih^oUar  amount  are  put  in  logarithms,  these  schools  would  have  dropped  out  of 

he  anaL^^r^^^^^^  In  order  to  include  these  schools,  they  were 

^rbitrarira^S  a  vdu^^^  1  cent  per  PTE  in  the  zero  category.  Schools  that  reported  zero  for 
both  yelLwS  end  up  with  a  zero  for  that  variable  in  the  model  when  the  differed-;- 
uken  Schools  that  either  increased  from  zero  or  fell  to  zero  are  now  considered  to  have 
Sreased  from  1  cent  or  faUen  to  1  cent  This  method  for  dealing  with  this  data  anomaly  should 

not  affect  the  results  in  a  significant  manner. 

^0  A  detailed  description  of  the  variables  used  in  this  paper  c.r.  be  found  in  the  data  slossar^• 

contained  in  Appendix  A. 
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The  market  value  of  a  schools'  ^sndowment  is  also  included  in  each  equation  as  a  proxy  for 
the  wealth  of  the  institution.  This  also  captures  effects  that  financial  markets  may  have  on  the 
choice  variables  being  modeUed.  The  effect  of  this  variable  is  expected  to  have  a  positive  effect 
on  expenditures  and  a  negative  effect  on  tuition  for  the  same  reasons  cited  above  for  the  outside 
revenue  sources.  The  effect  of  changes  in  the  market  value  of  the  endowment  is  expected  to 
have  a  negative  effect  on  state  appropriations.  States  may  expect  schools  to  draw  down  their 
endowments  if  their  market  value  has  increased,  or  states  may  replace  lost  revenue  from  reduced 
endowment  value. 

Increased  resources  are  included  in  the  expenditures  and  tuition  equations  to  measure  the 
flow  of  wealth  to  the  institution."  This  variable  includes  gifts  to  the  endowment  and  operating 
budget,  realized  and  unrealized  capital  gains  and  interest  and  dividend  income.  These  resources 
represent  discretionaiy  funds  which  the  institution  can  allocate  more  or  less  according  to  internal 
priorities.  They  are  expected  to  have  similar  effects  on  tuition  and  expenditures  as  other  revenue 
sources.  That  is,  increased  resources  are  expected  to  have  a  positiv-e  effect  on  expenditures  and  a 
negative  effect  on  tuition. 

Total  full-time  equivalent  enrollment  is  included  in  both  the  E&G  expenditure  and  state 
appropriations  equations.  Although  each  budget  amount  is  divided  by  the  number  of  FTE 
students,  this  variable  is  included  to  capture  any  economies  of  scale  which  may  be  present  in  the 
supply  of  educational  services.  This  treatment  also  helps  capture  fixed  and  variable  components 
of  state  appropriations.  Under  the  assumption  of  positive  economies  of  scale,  this  should  have  a 
negative  effect  in  these  two  equations. 


This  variable  was  proposed  by  xMcPherson.  et  al.  (1988).  The  definition  used  here  follos^'s 
their  meihodolog}'. 


Faculty  salaries  a«  one  of  the  mdependent  detenninants  of  <he  .oul  amount  of  E&G 
expenditures.  Tiese  salaries  ate  set  by  market  forces  where  coUeges  are  the  demanders  of  faculty 
services.  Treating  faculty  salaries  as  independent  is  the  same  as  assuming  that  colleges  are  price- 
takers  in  this  market.'^  Colleges  are  able  to  affect  their  faculty  salary  bni  by  r«tching  from 
more  ocpensive  faculty  to  less  expensive  faculty  as  faculty  salaries  rise  (which  is  simply  a 
de«iption  of  downward  sloping  demand  curves).  O-nsidering  faculty  saUries  to  be  independent 
only  assumes  that  the  determinants  of  faculty  salaries  exist  outside  the  model  being  esdmated 
(such  as  the  supply  of  new  Ph.D.).  This  variable  is  expected  to  have  a  positive  effect  on  the 
level  of  E&G  expenditures,  since  increases  in  faculty  salaries  m.  other  things  constant,  direaly 
increase  the  level  of  educational  expenditures. 

Admissions  policies  are  expected  to  affect  school's  tuition  setting  decisions.  SchooU  with 
selective  admissions  are  expected  to  have  higher  tuition,  since  excess  demand  for  these  schools  is 
a  necessary  condition  for  selective  admissions  policies.  Hus  exc..^:  demand  provides  the 
opportunity  to  increase  tuition  without  affecting  a  school's  ability  to  admit  ti>e  desired  number  of 
applicants.  Tie  opposite  effect  is  expeaed  to  be  operative  at  schools  with  open  admission 
poUcies.  An  increase  in  nation  at  U.ese  schooU  could  be  expected  to  reduce  the  appUcant  pool, 
since  ttte  higher  price  will  nam  away  at  least  some  applicants  and  affect  the  school's  ability  to 
attain  its  desired  enrollment  levels.  He  measure  of  admission  selectivity  present  in  ti.e  HEGIS 
data  sets  is  seWed.  and  is  a  rough  measure  at  best  However,  it  is  the  best  measure  which 


-  Colleges,  in  the  aggregate,  have  sigmficant  P°-'.X,,*=  {"^  tvet^li'^Mo 
the,-  set  the  demand  schedule  for  facultj-  How-eyer  "^^f^' ^S,^''^\=«p^^  rf'^.-heat  is 
affect  the  n>arkct.  TOs  is  analogous  to  the  °' BuTwhen  an  incii,'idual  farmer 

brmer-s  c^op  ;-iil  not  affect  the  total  supply  of  wheat  in  a  detectable  manner. 
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was  available  for  this  study.  Bradburd  and  Mann  (1990)  examine  the  effect  of  admissions 
selectivity  on  tuition  levels  in  more  detaQ  in  an  analysis  of  the  market  for  higher  education. 

This  model  also  considers  the  effect  of  tuition  charges  within  a  particular  schools'  market 
segment  as  a  determinant  of  each  school's  chosen  tuition  IcvcL  For  instance,  when  other  schools 
within  a  market  segment  are  raising  tuition  at  double  digit  rates,  it  may  be  easier  for  a  particular 
school  in  that  segment  to  raise  tuition  at  similar  rates.  Similarly,  if  other  schools  are  only  keeping 
up  with  inflation,  it  is  more  difQcult  to  justify  double  digit  real  growth  in  tuition  to  the  various 
constituencies  which  want  to  keep  tuition  charges  low."  This  measure  is  expected  to  have  a 
positive  effect  on  tuition  levels. 

State  appropriations  are  determined  by  per  capita  disposable  income  within  each  state,  the 
percent  of  the  population  which  is  coUege  aged  (18-24),  and  the  percent  of  the  population  which 
are  college  graduates.  Income  should  have  a  positive  effect  on  appropriations  through  higher  tax 
collections.  College-age  population  should  have  a  positive  effect  since  states  with  a  high 
proportion  of  college-age  citizens  will  have  a  stronger  constituency  for  state  spending  on  higher 
education.   For  the  same  reason,  a  positive  effect  is  also  expected  for  the  proportion  of  college 
graduates  in  the  state's  population. 

A  dummy  variable  was  included  for  schools  identified  by  NCES  as  universities.  These 
schools  are  too  smaU  in  number  to  provide  sufficient  data  to  estimate  separately,  but  the  inclusion 
of  this  variable  should  ameliorate  any  problems  which  arise  from  estimating  all  four-year  schools 
together.  This  is  included  in  all  three  equations,  and  is  expected  to  have  a  positive  effect  on  each 


"  It  is  difficult  to  determine  accurate  market  segments  for  each  of  the  colleges  in  the  sample. 
A  perfect  measure  would  be  specific  to  each  college.  Ideally,  administrators  would  disclose  which 
colleges'  tuition  they  consider  when  setting  their  own  tuition.  The  measure  used  here  is  much 
more  crude  The  sample  was  di\ided  into  90  subsamples  (by  control.  Census  Division  and 
protrram  u-pe).  The  variable  labeled  Tuition  at  Similar  Schools"  is  the  a%'erace  tuition  sticker 
price  at  other  schools  in  these  subsamples.  See  the  data  glossan-  in  .Appendix  A  for  more  detail 
recardinsi  the  construction  of  this  variable. 


jointly  dctcnnincd  variable  Universities  should  have  higher  expenditures,  higher  tuition  and 

higher  state  appropriations  than  other  four-year  schools. 

Ttc  empirical  model  is  presented  in  Exhibit  2  in  tabular  form.  It  is  a  simultaneous 
equation  system,  identified  by  including  variables  in  some  equations  that  are  not  included  in 
others.  The  next  section  discusses  the  estimation  of  this  model  and  the  resulu  of  that  estimation. 

rrnccSof-tinn  Model  Estimation  and  Results 
H,is  model  is  a  simultaneous  equation  system.  In  order  to  obtain  unbiased  and  consistent 

results,  ti.e  meti^od  of  two  stage  least  squares  was  used  for  the  estimation.  H.e  primary  data  used 

to  estimate  the  model  came  from  the  HEGIS  survej..  Each  variable  and     source  are  discussed 

in  detail  in  tiie  data  glossary,  which  can  be  found  in  Appendix  A. 

H.e  data  set  was  restricted  to  exclude  schools  which  do  not  represent  ti.e  main  higher 

education  market  Schools  witii  less  tiian  200  FIE  undergraduates  were  excluded.  TTieir 
inclusion  would  have  given  undue  weight  to  ±csc  schools  since  each  variable  was  put  in  per-FTE 
terms.  Foreign  schools  and  schools  that  offer  only  special  programs  of  study  were  also  excluded, 
since  these  schools  do  not  represent  ti.e  higher  education  experiences  of  ti.e  vast  majority  of 
coUege  students.  The  model  was  not  estimated  for  private  two-year  schools,  since  ti^  sector  is 
smaU  and  includes  many  schools  witi.  special  programs.  Data  were  not  available  to  estimate  the 
model  for  proprietary  schools.  In  total,  there  were  550  pubUc  two-year  schools,  328  public  four- 
year  schools  and  638  private  four-year  schools  which  had  complete  data  for  each  of  the  variables 
used  in  the  model. 

The  model  was  estimated  using  ti.e  SAS  procedure  "SYSNLIN,"  version  5.18.  The  full 
results  are  presented  in  Appendix  B.  Tl.e  discussion  of  the  results  here  focuses  on  the  empirical 
e%idence  regarding  the  two  suppositions  presented  in  the  introduction. 

16 


EXHIBIT  2 
Cross-Section  Model  Specification 


E&G 

F.ypenditrures 


Jointrlv      tft™^^^^  Variables 

E&G  Expenditures 
Net  Tuition  Revenue 
State  Appropriations 


I 

X 
X 


Net  Tuition 
Revenue 


X 

I 

X 


State 

Appropriations 


Independ*^ntt  Variables 

Fed.  Appropriations 
Fed.  Grants 
Local  Appropriations 
State  &  Local  Grants 
Private  Gifts 

Increased  Resources 

Value  of  Endowment 

Open  Admission-»l  * 
Select  Admission-1  * 
Tuition  at  Similar  Schools 

FTE 

State  Per  Capita  Income 

State  %  College  Age  Population 

State  %  College  Graduates 

Faculty  Salaries 

University-1  * 


X 
X 
X 
X 
X 


X 
X 
X 
X 
X 

X 

X 

X 
X 
X 


X 
X 
X 
X 
X 


X 
X 
X 


NOTES: 

*  denotes  a  dummy  variable,  taking  the  value  of  1  if  the  school  is  contained 
in  that  category,  0  if  not. 

An  "X"  indicates  chat  a  particular  variable  is  included  in  the  equation 
denoted  by  that  corjnin. 

The  "University-1"  variable  does  not  appear  in  the  model  for  Public  Two-Year 
Schools. 


Bchibits  3  and  4  present  the  calculated  elasticities  and  derivatives  associated  with  each 
supposition.  Recall  that  the  "Cost"  effect  describes  the  impact  increased  expenditures  had  on 
tuition,  while  the  "Non-Cost"  effect  describes  the  impact  that  increased  tuition  had  on 
expenditures. 

It  is  difScult  to  determine  with  these  estimates  which  effect  was  stronger  without  a 
theoretical  basis  upon  which  to  base  a  statement  regarding  relative  strength.  However,  the 
presence  of  these  effects  and  whether  they  changed  over  time  can  still  be  examined.  In  general, 
both  effects  were  found  to  be  operating.  The  non-cost  effect  was  rather  weak  between  1975/76 
and  1980/81,  but  grew  in  strength  between  1980/81  and  1985/86. 

The  results  in  Exhibit  3  present  the  estimated  effect  that  changes  in  expenditures  had  on 
net  tuition  revenue.  Hie  results  are  described  in  both  elasticity  terms  and  derivative  terms. 
Recall  that  the  elasticity  denotes  the  effect  that  a  1  percent  change  in  expenditures  would  have 
on  tuition,  in  percentage  terms.  Hie  derivative  denotes  the  effect  that  a  1  unit  (here,  doUars) 
change  in  expenditures  would  have  on  tuition,  in  per-unit  (doUar)  terms. 

Exhibit  4  presents  the  estimated  effect  that  changes  in  net  tuition  revenue  had  on 
expenditures.  The  results  are  also  described  in  both  elasticity  and  derivative  terms,  which  have 
the  comparable  interpretation  that  was  described  above  for  Exhibit  3. 
Private  Fnnr.Year  Schools 

Cost  pressures  on  tuition  remained  about  the  sam-  at  private  four-year  schools  in  the  late 
1970s  and  early  1980s.  At  these  schools,  roughly  half  of  the  increase  in  tuition  is  explained  by 
increases  in  the  cost  of  providing  educational  services.  The  estimates  of  the  cost  elasticity 
increased  slightly  (0.47  compared  to  0.54  -  Exhibit  3),  but  these  numbers  do  not  differ  enough  to 
claim  that  a  different  process  was  present  between  these  two  time  periods. 
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EXHIBITS 


Estimated  Effect  of  Changes  in  Expenditures  on  Tuition  (Cost) 

Cross-Section  Model 


Private  Four-Year  Schools 

Elasticity 

Derivative 

1975/76  to  1980/81 
1980/81  to  1985/86 

0.47  ** 
0.54  ** 

0,46  ** 
0.58  ** 

Public  Four -Year  Schools 

1975/76  to  1980/81 
1980/81  to  1985/86 

0.16 
0.74  ** 

0,15 
0.86  ** 

Public  Two-Year  Schools 

1975/76  to  1980/81 
1980/81  to  1985/86 

0.47  ** 
0.90  ** 

0,42  ** 
0,92  ** 
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EXHIBIT  4 


Estimated  Elt«t  of  Changes  in  Tuition  «n  Expenditures  (Non-Cost) 

Cross-Section  Model 


Private  Four-Year  Schools 

1975/76  CO  1980/81 
1980/81  to  1985/86 

Public  Four-Year  Schools 

1975/76  to  1980/81 
1980/81  to  1985/86 

Public  Two-Year  Schools 

1975/76  to  1980/81 
1980/81  to  1985/86 


0.08 
0.65  ** 


0.09 
0.30  ** 


-  0.31  * 
0.41  ** 


pAy-tvatlve 


0.08 
0.60  ** 


-  0.10 
0.26  ** 


0.35  * 
0.41  ** 


The  elasticity  is  the  estimated  coefficient. 

The  derivative  is  calculated  using  the  .ean  tuition  and  e^cpenditure  levels, 
*    coefficient  esti^te  is  significantly  different  fro.  zero  at  the  0.10 

level  tising  a  two-tailed  t-test. 
«  coefficient  esti^c.  is  signific^cly  different  fro.  «ro  ac  th.  0.01 

level    iising  a  two-tailed  t-test, 

see  Appendix  B  for  the  full  resul--        ^.h.  model  estimation.  
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The  budget  share  of  tuition  fell  from  OJl  in  1975/76  to  OJO  in  1980/81  and  rose  to  0.54  in 
1985/86  (Exhibit  1).  This  increased  the  spread  between  the  derivatives  over  these  two  time 
periods.  It  is  reasonable  to  conclude  that  there  may  have  been  some  slight  increase  in  cost 
pressures  on  tuition,  but  the  evidence  is  not  strong  enough  to  make  a  definitive  statement. 
However,  we  can  conclude  that  these  cost  pressures  do  not  account  for  all  of  the  tuition  increases 
which  were  observed  in  the  1980s.  . 

Non-cost  pressures  on  tuition  changed  significantly  over  the  ten  year  period  under 
consideration.  The  elasticity  estimate  for  the  late  1970s  is  close  to  zero,  while  the  estimate  for 
the  early  80s  is  0.65  (Exhibit  4).  This  is  consistent  with  a  change  is  the  effect  of  non-cost 
pressures  on  tuition  levels.  While  the  cost  pressures  remained  fairly  constant  over  time,  it 
appears  that  the  non-cost  pressures  did  contribute  to  increases  in  tuition  which  were  observed  in 
the  1980s. 

Public  Four^Year  Schools 

Cost  pressures  on  tuition  rose  at  public  four-year  schools  in  the  1980s.  The  estimate  from 
the  model  is  not  significantly  different  from  zero  in  the  1970s,  while  the  estimate  for  the  1980s  is 
significant  and  positive.  This  implies  that  there  was  little  cost  pressure  on  tmtion  in  the  1970s, 
while  cost  pressures  emerged  in  the  1980s.  When  the  elasticities  are  weighted  by  the  budget 
shares  of  tuition  (the  derivative),  the  cost  prr>ssures  are  shown  to  be  substantially  higher  than  the 
elasticity  denotes  (the  elasticity  is  0.74  and  the  derivative  is  0.86  for  1980/81  to  1985/86).  This 
occurs  because  the  budget  share  of  tuition  rose  in  the  1980s  (from  0.16  in  1980/81  to  0.19  in 
1985/86  -  Exhibit  1). 

A  similar  trend  is  observed  in  the  non-cost  pressures  on  tuition  -  the  effect  is  statistically 
zero  for  the  1970s  and  significantly  positive  for  the  l9S0s.  This  is  consistent  wth  the  appearance 
of  non-cos:  pressures  on  luiiion  in  the  l9S0s.  The  41  percent  increase  in  net  tuiiion  revenue 
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(Ed*H  1)  *a.  ^  Observed  a.  public  tour-yea,  schooU  u,  U,c  fus.  five  yean  of  U,e  1980s  see» 
to  i-avc  come  from  both  cost  and  non-cost  factors. 
PnMlp  Two-V^r  Schools 

T^e  reaulU  Cor  the  pubUc  two-year  scbooU  are  less  reUable.  Although  the  budget  share  o£ 
.ui^on  a.  these  schooU  is  abou.  the  same  as  the  public  four-year  schooU  (be»«en  0.16  arrd  0.1,  - 
.  Exhibi.  1),  the  level  is  still  low  ir.  absolute  terms.  Also,  many  of  these  schools  have  low 
.^Uon  leve.,  which  ma^  the  interpreuaon  of  these  resulrs  more  problematic  BoU.  cos.  aud 
non^os.  pressures  grew  a.  these  schools  between  the  late  1970s  and  early  1980s. 

one  anoma^  which  arose  6om  the  resul.  of  the  cross-secdon  model  for  public  two-year 
schoo.  is  the  estimate  of  a  negative  non^t  elastidty  for  the  1975/76  to  1980«1  rime  period 
T^ere  are  only  .wo  possible  situations  which  could  lead  to  a  negative  elasticity:  either  tuition  rose 
while  expendimres  felL  or  .uiUon  feU  while  e.pendi»res  rose  (holding  all  oU>er  variables 
consun.).  During  this  period,  ne.  tuiUon  revenue  feU  12  percent  and  E^G  expendi^res  feU  2 
percent  (Brbibit  1)  for  this  group  of  schooU  as  a  whol.  It  is  difBcul.  .o  derermine  .he  exac. 
cause  of  .he  negaUve  elas«.y,  especially  since  these  schooU  have  very  low  absolu»  tuition  leveU. 

Tie  results  torn  the  estimation  of  the  cross^ection  model  indicate  that  there  was  a 
significan.  change  in  colleges'  «ridon-se.ting  behavior  in  the  1980s.  Ms  change  was  mos. 
noticeable  a.  pubUc  four-year  schooU,  where  borh  cost  and  non^.  pressure,  emerged  in  .he 
,980s.  At  priva.e  four-year  schooU,  cos.  pressures        abou.  U.e  same  during  bo.h  periods  wh.le 
non-cos.  pressures  on  .uition  were  presen.  in  the  1980s. 


Time-Series  Moriftl  Specification 
The  specification  of  the  time-series  model  was  limited  by  the  paucity  of  data.  Only  20 
years  of  annual  data  were  available,  thereby  limiting  the  number  of  variables  that  could  be 
included  in  the  modeL  Fmancial  variables  are  specified  as  the  natural  logarithm  of  the  level  for 
each  year,  and  were  estimated  on  annual  data  from  1966/67  to  1985/86.  Tlas  specification 
assumes  that  the  elasticity  is  constant  throughout  this  entire  time  period.  There  were  not 
sufBcient  data  to  test  whether  the  elasticity  changed  over  time,  although  this  would  be  an 
interesting  question  to  address.  To  assess  whether  the  elasticity  changed  would  require  several 
interaction  terms  which  would  have  reduced  the  degrees  of  freedom  so  severely  that  the  results 
would  have  been  rendered  meaningless.  The  empirical  model  was  adapted  in  order  to  fit  the  data 
which  were  available  for  estimation  to  the  modeL  Tlie  model  described  here  has  three  jointly 
determined  variables:  E&G  expenditures,  net  tuition  revenue,  and  state  and  local  appropriations. 

(The  data  did  not  aUow  the  decomposition  of  state  from  local  appropriations,  so  they  were 

estimated  together.)  Tlie  structure  of  these  three  jointly  determined  variables  is  the  same  as  that 

described  in  the  section  on  the  empirical  model  above. 

Lagged  values  of  net  tuition  revenue  and  state  and  local  appropriations  were  included  to 

allow  for  persistence  effects  in  the  level  of  these  variables  over  time.^'*  These  are  expected  to 

have  a  positive  effect  on  their  respective  levels. 

Federal  appropriations  are  included  as  a  determinant  of  E&G  expenditures  and  state  and 

local  appropriations.  Federal  appropriations  are  expected  to  have  a  positive  effect  on  total 


When  the  model  was  estimated  with  the  lagjied  value  of  E&G  expenditures  included,  it 
failed  to  converge  within  250  iterations.  The  coefficient  on  this  variable  was  effectively  zero,  so  ii 
was  dropped.  Without  this  variable,  the  model  converged  within  18  iterations.  See  the  section  on 
model  estimation  for  a  discussion  of  the  convergence  criterion. 


expcndta^s.  TKcir         on  su«  .pp«,pri3«om  is  unccnain,  since  Federal  spending  could  be 

either  substitutes  or  complements  vdth  respect  to  state  spending. 

Tbe  le«l  o£  the  CJross  National  Produa  (GNP)  is  expected  to  have  a  positive  effea  on 
the  level  of  state  ««i  local  appropriations.  It  enters  as  a  measure  of  the  business  <^e.  In 
recessions,  state  and  local  appropriatiotu  are  expected  to  fall  while  they  are  expe«ed  to  rise  in 

times  of  economic  cxpansioiL 

TOS  model  expresses  all  doUar  figures  in  per-FIE  terms.  The  total  FIE  is  also  included 
as  an  explanatoty  variable  in  the  expenditures  and  sute  and  local  appropriations  equations.  Ms 
^rves  to  capture  any  economies  of  scale  which  may  be  present  Under  the  assumpUon  of  positive 
economies  of  scale,  this  should  have  a  negative  effect  in  these  two  enuations. 

Constants  were  mcluded  in  all  three  equations,  to  capture  thne-invariant  omitted  effects. 
The  model  specification  is  summarized  in  Exhibit  5. 

n,e  time-series  model  is  a  simultaneous  equation  system,  identified  by  exclusion 
restrictions.  The  next  section  discusses  the  estimation  of  this  model  and  the  results  of  that 
estimation. 

T;T»^.S«>Hes  Mod^i  f  stimatiop  and  Results 

-n.e  model  described  above  is  a  simultaneous  time-series  system  with  lagged  endogenous 
variables.  Tt.  estimation  method  must  consider  the  presence  of  autocorrelation  and  simultaneous 


EXHIBIT  5 
Time-Series  Model  Specification 


E&G 

NTR, 


where: 

E&G  -  E&G  Expenditures  per  PTE; 

NTR  -  Net  Tuition  Revenue  per  FTE; 

S&IA  -  State  and  Local  Appropriations  per  FTE; 

FA  -  Federal  Appropriations  per  FTE; 

FTE  -  Number  of  Full-Time  Equivalent  students; 

GNP  -  Gross  National  Product; 

t  »  Current  value; 

t-1  -  Lagged  value; 

a,b,c  -  Parameters  to  be  estimated;  and 

e  -  Random  error. 


0    O  -J  O 
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equation  bias.  The  treatment  of  the  lagged  endogenous  variables  is  different  than  in  the  usual 
case.  Kmenta  (1986,  pages  704-711)  describes  the  problem  and  its  solution  in  detail." 

This  model  was  estimated  using  aggregate  data  obtained  from  the  National  Center  for 
Education  Statistics.  This  data  was  based  on  raw  tabulations  from  the  annual  HEGIS  surveys.  In 
the  cross-section  model,  schools  which  only  offered  specialized  programs  and  schools  with  xewer 
than  200  FTE  enroUment  were  excluded.  It  was  not  possible  to  constrain  the  time-series  data  set 
to  exclude  these  schools.  However,  since  these  schools  are  small  by  definition,  their  inclusion  in 
the  aggregate  data  set  should  not  noticeably  affect  the  results.  The  results  which  are  described 
below  were  estimated  with  GAUSS386. 

The  full  results  from  the  time-series  estimation  are  presented  in  Appendix  C.  Several  of 
the  coefBcient  estimates  are  not  significantly  different  than  zero,  using  conventional  tests  for 
statistical  signw.cance-  This  is  undoubtedly  due  to  the  low  number  of  degrees  of  freedom  which 
makes  it  difficult  to  declare  an  estimated  coefBcient  to  be  significantly  different  from  zero. 

The  derivatives  are  calculated  using  the  data  points  for  each  year.  As  noted  above,  the 
time-series  model  has  a  constant  elasticity  specification,  which  is  the  coefficient  estimate.  Hence, 
it  should  not  matter  which  data  poiats  are  used  in  calculating  the  derivative.  In  practice,  the 
derivative  is  not  constant,  but  varies  to  a  slight  degree  for  all  three  types  of  schools  as  the  budget 
share  of  tuition  changes  over  time. 


"  Instead  of  treating  the  lagged  endogenous  variables  as  exogenous  variables  (which  is  the 
usual  method),  the  estimation  procedure  begins  by  treating  them  as  if  they  were  endogenous.  In 
the  first  step,  instruments  are  created  for  the  endogenous  and  lagged  endogenous  variables,  by 
regressing  these  endogenous  variables  on  the  current  and  lagged  values  of  the  purely  exogenous 
variables.  Second,  the  endogenous  variables  on  the  right-hand  side  of  each  equation  are  replaced 
with  the  instruments  created  in  the  first  step.  The  model  is  estimated,  and  the  residuals  are  used 
to  create  estimates  for  the  autocorrelation  parameters.  In  the  third  step,  the  autocorrelation 
parameter  estimates  are  used  to  correct  for  the  autoregressive  nature  of  the  errors.  The  model  is 
then  estimated  using  these  parameters.  In  order  to  obtain  consistent  results,  steps  two  and  three 
are  performed  repeatedly  until  all  the  estimated  D3r:;meters  converge  (to  COOU.  This  includes 
the  autocorrelation  parameters  and  the  coefficient  estimates. 
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Exhibits  6  and  7  present  the  cost  and  non-cost  elasticities  and  derivatives  which  were 
estimated  by  the  time-scries  model  At  both  groups  of  four-year  schools,  the  estimate  of  the  cost 
elasticity  was  not  signiGcanUy  different  than  zero.  TTiis  may  weU  be  due  to  a  changing  elasticity 
over  time,  which  the  specification  of  constant  elasticity  could  not  capture. 

•nie  non-cost  elasticity  is  statistically  significant  at  both  four-year  school  groups.  The 
elasticity  at  private  four-year  schools  is  larger  (0.64)  compared  to  the  pubUc  four-year  schools 
(0.19).  This  is  a  result  which  was  expected,  since  the  fleribiUty  of  private  schools  in  setting  tuition 
is  greater. 

•nie  results  for  pubUc  two-year  schools  are  different  The  cost  elasticity  is  statisticaUy 
significant  (0.65).  The  non-cost  elasticity  is  not  distinguishable  from  zero,  although  the  point 
estimate  is  larger  than  the  estimate  for  pubUc  four-year  schools  (0.54  for  pubUc  two-year,  0.19  for 

public  four-year  schools). 

It  is  difficult  to  glean  any  consistent  conclusions  from  the  time-series  model  estimation  in 
isolation.  The  next  section  presents  those  conclusions  that  can  be  drawn  and  compares  them  to 
those  from  the  cross-section  model 

rnmparison  of  Results  froiT^  thft  Two  Models 

The  first  point  of  comparison  between  the  results  of  these  two  models  is  whether  one  can 
reUably  claim  that  they  both  are  describing  the  same  process.  In  Exhibit  8,  confidence  intervals 
for  the  results  are  displayed.  These  conudence  intervals  are  constructed  from  the  point  estimate 
and  the  standard  error  for  each  estimate.  Each  interval  begins  at  one  standard  error  below  the 
point  estimate  and  concludes  at  one  standard  error  above  the  point  estimate.  This  represents 
about  a  70  oercent  confidence  interval,  using  a  two-tailed  test. 


Exhibit  6 


Estimated  Effect  of  Changes  in  Expenditures  on  ^mon  (Cost  Effect) 
Time-Series  Model  (1966/67  to  1985/86) 
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EXHIBIT  7 

Estimated  Effect  of  Changes  in  Tuition  on  Expenditures  (Non-Cost  Effect) 
Time-Series  Model  (1966/67  to  1985/86) 


F.lafitlelCV  Derivative 
Private  Four-Year  Schools                  0.6A  *  0.63  * 

Public  Four -Year  Schools  0.19  *  0.18  * 

Public  Two-Year  Schools  0.5A  0.5A 

Notes : 

The  elasticity  is  the  estimated  coefficient. 

The  derivative  is  calculated  using  the  mean  tuition  and  expenditure 
levels. 

*    Coefficient  estimate  is  significantly  different  from  zero  at  the  0.10 
level  (iising  two-tailed  t-tests). 

**  Coefficient  estimate  is  significantly  different  from  zero  at  the  0.01 
level  (iising  two-tailed  t-tests). 


ESTIMATE  OF  EFFECT  OF  EXPENDITURES  ON  TUITION  (COSTS) 

Ptm.TC  TWO  prmTTC  FOUR       ??TVftTE  Y^W 

Ti^e-Series  (66-85)  0.40  to  0.90  0.24  to  1.43  -0.06  to  0.63 
cross-section  (75-80)  0.36  to  0.57  -0.003  to  0.33  0.41  to  0.54 
cross-section    (80-85)    0.81  to    1.00    0.59  to    0.88      0.48  to  0.60 

ESTIHilTE  OF  EFFECT  OF  TUITION  ON  EXPENDITURES  (NON-COST) 

FiTHT^TC  TWO         FTT^TJg  FQW      FPTVA>Tg  FOVR 

Ti.e-Series  (66-85)  0.17  to  0.91  0.09  to  0.29  0.36  to  0.93 
cross-section  (75-80)  -0.44  to  -0.18  -0.15  to  -0.04  -0.02  to  0.18 
cross-section    (80-85)    0.37  to    0.45    0.26  to    0.34      0.61  to  0.69 


The  larger  standard  errors  associated  with  the  timc-series  estimates  are  probably  an 
artifact  of  omitted  tirae-vaiying  factors,  as  well  as  the  paucity  of  data  which  were  used  to  estimate 
the  model.  The  cost  elasticity  interval  for  the  time-series  estimate  generally  contains  the  more 
precise  estimates  obtained  from  the  cross-section  model  The  assumption  of  constant  elasticity  is 
probably  responsible  for  the  wide  interval  on  the  time-scries  model.  If  the  elasticity  did  change, 
as  suggested  by  the  cross-section  model,  then  the  time-series  model  will  estimate  some  sort  of 
average  effect  over  the  entire  period.  The  conclusion  which  can  be  drawn  is  that  ♦he  estimates  of 
these  two  models  are  consistent 

The  non-cost  elasticities  present  a  more  ambiguous  picture.  The  interval  for  the  time- 
series  estimates  generally  contains  the  cross-section  interval,  but  only  for  the  1980/81  to  1985/86 
period  The  crosi:.-section  interval  for  the  1975/76  to  1980/81  period  is  everywhere  below  the 
interval  surroimding  the  time-series  estimate.  If  the  interval  were  expanded,  for  instance  to 
encompass  a  95  percent  confidence  interval,  this  would  disappear. 

However,  it  is  consistent  with  the  cross-section  results  that  it  is  not  the  absence  of  this 
effect  in  1975y76  to  1980/81  which  gave  rise  to  the  estimates  of  zero,  but  that  the  regime  changed 
between  1975/76  and  1980/81.  The  most  generous  interpretation  that  could  be  drawn  is  that 
because  1975/76  was  a  period  of  economic  adjustment,  the  presence  of  uncharacteristically  high 
inflation  affected  schools*  ability  to  keep  ahead  of  inflation  when  setting  tuition  and  expenditure 
levels.  Hence,  1975/76  is  not  a  representative  year,  and  the  results  from  the  time-series 
demonstrate  that  fact  This  may  be  reading  too  much  into  these  results.  A  more  conservative 
interpretation  is  that  the  regime  changed  between  the  two  periods  in  the  cross-section  model,  and 
that  the  time-series  model  estimates  are  unrealistically  high  (since  the  time-series  estimate  should 
be  some  sort  of  average  over  the  entire  period). 
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Tht  comparison  of  the  results  of  the  two  models  focuses  on  the  private  schools,  where  the 
greatest  doUar  increases  in  tuition  have  occurred.  ITiese  results  are  summarized  in  Exhibit  9. 
According  to  the  time-series  estimates,  a  1  percent  increase  in  costs  is  associated  with  a  0.28 
percent  increase  in  tuition.  However,  the  standard  error  on  this  estimate  was  large,  which  implies 
that  the  estimate  is  not  significanUy  different  from  zero  using  conventional  tests.  This  could  have 
occurred  due  to  changing  cost  pressures  over  time  which  were  not  captured  by  the  model 
specification.  Indeed,  since  the  cross-section  results  are  higher  than  the  time-series  estimate  of 
0.28.  it  could  be  that  the  cost  pressures  have  grown  over  the  time  period  covered  by  the  model 
As  noted  above,  a  richer  specification  would  aUow  the  elasticity  to  change  in  the  time-series 
model,  but  there  was  not  sufficient  data  to  estimate  such  a  specification. 

The  elasticity  of  the  non-cost  pressures  on  tuition  was  estimated  to  be  0.64  over  the 
1966/67  to  1985/86  time  period.  This  was  surprisingly  similar  to  the  0.65  estimate  obtained  from 
the  cross-section  model  for  the  1980/81  to  1985/86  time  period.  However,  the  estimate  for  the 
1975/76  to  1980/81  time  period  was  0.08  and  not  statisticaUy  significant  One  interpretation  of 
these  results  is  that  the  effect  of  increased  expenditures  on  tuition  has  remained  fairly  constant 

over  time,  except  for  the  late  1970s. 

Why  are  the  estimates  for  the  late  1970s  different?  One  possibiUty  is  that  this  period  was 
a  time  of  rapid  changes  in  relative  prices  and  "stagflation."  If  schools'  response  to  these  economy- 
wide  changes  was  slow,  there  may  have  been  some  time  lag  in  adjusting  to  the  new  realities. 
Schools  could  have  adjusted  at  different  rates,  which  would  have  given  the  estimate  for  that  time 
period  a  large  error  while  the  long-run  effect  remained  the  same.  Time-series  models  measure 
long-run  trends.  Perhaps  the  1980s  represent  a  more  "normal"  period  for  colleges  in  terms  of 
their  ability  to  raise  tuition  to  pay  for  new  programs,  while  the  late  1970s  were  a  period  of 
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EXHiBrr  9 

Elasticities  and  Derivatives  for  Private  Four-Year  Schools 


Cost  Cost  Non-Cost  Non-Cost 

Elasticity        nerivative          F.I  afiticitv  peyj-vat^ve 


1966/67  to  1985/86 

Tim.-S«i.s  0.28  0.29  0.64  *  0.63  * 

1975/76  to  1980/81 

Time-Series  0.28  0.29  0.64  *  0.63  * 

Cross-Section  0.47  *  0.46  *  0.08  0.08 


1980/81  to  1985/86 

Time-Series  0.28  0.28  0.64  *  0.64  * 

Cross-Section  0.54  *  0.58  *  0.65  *  0.60  * 

Notes: 

*  -  Estimate  is  significantly  different  from  zero  at  0.10  level  using  a 
two-tailed  t-test  (the  standard  error  is  large  relative  to  the  point 
estimate) . 

The  Time -Series  model  explicitly  assumes  a  constant  elasticity  between  1966 
and  1985,  while  the  Cross-Section  model  allows  the  elasticity  to  change  in 
the  different  time  periods. 

The  Time- Series  derivative  presented  here  is  the  average  of  the  annual 
derivatives  for  the  time-period  under  consideration. 


^mmcm  to  new  econoinic  r«,lW«.  His  conjecure  seems  to  be  supported  by  the  results 
of  this  model 

The  elasticities  and  derivatives  for  both  models  are  presented  in  Exhibit  9. 


rnnclusion 

Tie  ecouotnetric  tnodel  in  this  paper  attempu  to  unravel  the  process  by  which  «.ition  and 
expenditure  leveU  were  set  in  the  1970s  and  198*,  a  period  of  intense  pubUc  scrutiny.  Decisions 
^  n.de  regardmg  tuition  and  expenditures.  The  results  shed  some  light  on  the  tradeoES 
,*ich  schools  made  in  arrivmg  at  these  decisions.  However,  these  results  cannot  be  interpreted 
in  isolation  from  all  o£  the  other  information  which  is  Imown  about  the  higher  education  sector 
diiring  this  period. 

Several  qualifications  must  be  considered  when  interpreting  these  results.  As  with  any 
econometric  model,  the  results  are  only  as  good  as  the  data  used  to  estimate  the  model.  Tie  data 
which  were  used  come  from  HEGIS.  No  better  data  source  exists  tor  this  type  of  analj^is,  but  it 
is  important  to  remember  that  the  HEGIS  data  sets  consist  of  unaudited  responses  by  school 
financial  officers,  and  may  not  be  consistent  across  all  schools. 

Another  unportant  qualification  which  must  be  considered  is  that  the  process  by  which 
colleges  set  their  tuition  and  expenditure  levels  is  not  well  definei  Colleges  are  va^e  about  the 
process,  and  different  coUeges  have  distinctly  different  budgeting  processes,  tie  type  of  analysis 
which  was  performed  here  applies  to  the  higher  education  sectors  in  the  aggregate  -  the  process 
at  any  particular  school  may  not  be  reflected  in  these  results. 

Tuition  and  expenditures  have  increased  substantially  in  the  1980s  at  all  types  of  colleges. 
T^vo  general  reasons  for  these  increases  can  be  constructed:  increased  costs  were  passed  on  to 
s.uden..s  in  the  torn,  of  higher  tuition;  or.  tncreased  ex-pencitures  were  undenaiten  by  choice  cr.d 
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funded  by  tuition  increases.  The  simultaneous  nature  of  the  model  estimated  here  allows  each  of 

these  effects  to  be  isolated. 

While  the  time-series  estimates  are  of  interest,  the  main  conclusions  of  this  paper  focus  on 
the  cross-section  model  results.  Increased  costs  of  providing  higher  education  contributed  to 
tuition  increases  in  the  late  1970s  and  early  1980s.  These  effects  grew  at  both  public  and  private 
four-year  schools,  which  mdicates  a  change  in  the  process  by  which  cost  pressures  were  translated 
into  tuition  increases  at  these  schools. 

The  second  effect  which  this  model  tests  is  that  increased  tuition  was  being  used  to  fund 
additional  expenditures.  No  value  judgement  is  made  regarding  the  social  welfare  implications  of 
these  decisions  on  the  part  of  coUegcs.  That  determination  is  left  up  to  the  coUege  community  at 
large,  and  cannot  be  made  without  inspecting  the  recipients  of  these  additional  expenditures. 

The  empirical  evidence  indicates  that  this  effect  was  not  a  significant  determinant  of 
tuition  levels  in  the  1975/76  to  1980/81  time  period,  but  that  these  non-cost  pressures  appear  in 
the  1980/81  to  1985/86  period.  The  magnitude  of  these  pressures  was  greater  at  private  four-year 
schools  than  they  were  at  public  schools.  This  is  not  surprising,  since  private  schools  have  more 
autonomy  in  setting  tuition  levels  than  schools  in  the  public  sector. 

These  results  of  this  model  do  not  allow  a  definitive  statement  about  the  "causes"  of  rising 
tuition,  or  which  of  the  two  effects  outlined  above  were  stronger.  More  empirical  work  needs  to 
be  done  before  the  such  a  statement  can  be  made.  This  report  is  a  first  step  in  that  direction. 
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ERIC 


APPENDIX  A 
Data  Glossary 


AU  variables  arc  from  HEGIS,  except  as  noted. 

E&G  Exoenditures  -  The  total  amount  of  current  educational  and  gcae^l  expenditures  This 
^«hSud«  exoenditures  on:  instruction,  research  (but  not  Federally  funded 
^^h^rneS  Xf^Snsidered  independent  operations).  pubUc  service,  academic 
^^\^Srudent  services,  institutional  support,  ^^^'^l^-^:^^^—''' 
scholaShips  and  fellowships.  It  excludes  expenditures  on  auxih^y  enterpnsj^  such  as 
doi^d  food  service  under  the  assumption  that  these  enterprises  are  basically  self- 
sup^rSg  Talso  ^eludes  expenditures  from  independent  operations  such  as  hospitals. 

Net  Tuition  Revenue  -  The  total  amount  of  tuition  and  fe«  assessed  agai^t  students  fo^  current 
operating  purposes,  less  the  amount  of  institutional  financial  aid. 
vSablel  eXr  scholarship  and  fello^^hip  expenditures  ^''^y^'^'^,^^^^^^' 
sSes  model  and  1975-76  cross-section  model)  or  a  measure  of  mstitutional  aid  from 
N^^lSaSal  Report  and  AppUcation  to  Participate  (FISAP.  which  was  only  available 
for  the  cross-section  model  in  1980/81  and  1985/86). 

Sute  Appropriations  -  The  total  amount  of  direct  state  appropriations  used  for  meeting  current 
operating  expenses  and  not  for  specific  projects  or  programs. 

Federal  Appropriations  -  Hie  total  amomit  of  direct  Federal  appropriations  used  for  meeting 
current  operating  expenses  and  not  for  specific  projects  or  programs. 

Federal  Grants  and  Contracts  -  Revenues  from  Federal  agencies  which  are  f^^P^^^^^^^^^^^^ 
projects  or  other  types  of  programs.  TTais  figure  does  not  mclude  Pell  g^f ' 
other  financial  aid^enue  which  is  administered  by  the  msutution  (such  ^CamP^-^^^'^ 
aid)  is  included.  This  does  not  include  Federally  funded  research  centers,  which  are 
treated  as  independent  operations  in  the  HEGIS  surveys. 

Local  Appropriations  -  The  total  amount  of  appropriations  from  local  govermnen^  used  for 
meetkig  current  operating  expenses  and  not  for  specific  projects  or  programs. 

State  and  Local  Grants  and  Contracts  -  Revenues  from  state  and  local  agencies  which  are  for 
specific  research  projects  or  other  types  of  programs. 

Private  Gifts  -  Current  funds  revenues  from  private  donors  for  which  no  legal  consideration  is 

bSved   Onlv  includes  revenue  that  are  directly  related  to  instruction  research  or  pubhc 
ser^ce  Indud^gifts  and  grants  received  from  foreign  governments,  and  the  estimated 
dollar  amount  of  contributed  services. 
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Increased  Resources  -  Gifts  to  the  endowment  plus  gifts  to  the  operating  budget  plus  realized 
and  unrealized  capiul  gains  plus  interest  and  dividends. 

Endowment  Market  Value  -  The  reported  market  value  of  endowment  at  the  beginning  of  the 
fiscal  (academic)  year. 

Open  Admission  -  Reported  admission  requirements  are  "only  the  ability  to  profit  from 
attendance." 

Selective  Admission  -  Reported  admission  requirements  are  "high  school  graduation  plus  an 
hadication  of  superior  academic  aptitude  (class  standing,  grades,  cumculum,  particular 
school,  test  scores,  etc.)." 

(The  omitted  admission  selectivity  category  is  "high  school  graduation.") 

Similar  Tuition  -  The  mean  tuition  sticker  price  at  all  other  schools  in  the  same  Census  Division 
of  the  same  control  and  type.  There  are  nine  Census  Divisions.  Types  come  from 
classifications  created  by  the  Carnegie  Commission:  Research,  Doctoral-Grantmg, 
Comprehensive,  and  Liberal  Arts  (or  Other  for  public  schools)  A  fifth  type  was  added. 
Two-Year  schools-  This  yields  90  cells.  For  the  few  schools  which  were  the  only  one^  ot 
their  type  in  a  particular  Division,  a  zero  was  used  for  this  vanable. 

FTE  -  Number  of  FuU-Time  Equivalent  students,  in  thousands.  Calculated  by  adding  the  number 
of  fuU-time  students  to  1/3  of  the  part-time  students.  TTiis  is  the  methodolosr  foUowed  by 
NCES,  since  schools  have  different  formulae  for  calculating  their  reported  FTE. 

Pc-  capita  income  -  State  per  capita  disposable  income,  from  the  Digest  of  Education  Statistics 
(various  years). 

State  percent  college  age  population  -  Calculated  by  dividing  the  number  of  18-24  Y^ar  olds 
residing  in  each  state  by  the  total  population  of  that  state,  from  the  US  Census  (State 
Population  Estimates  by  Age). 

State  percent  coUege  graduates,  in  population  -  Calculated  by  dividing  the  number  of  college 
graduates  residing  in  each  state  by  the  total  population  of  that  state,  from  the  Digest  of 
Education  Statistics  (various  years)  and  the  US  Census  (State  Population  Estimates  by 
Age). 

Faculty  Salaries  -  Constructed  by  multiplying  the  average  faculty  salary  for  ^^^jb  ^^"^^^^^^^^^^ 
number  of  faculty  in  that  rank.  Umranked  faculty  were  excluded  from  this  calculation. 

University  -  Institutions  with  at  least  two  first-professional  programs  (the  NCES  definition). 

GNP  -  Gross  National  Product,  fiom  the  Economic  Report  of  the  President  (various  years).  The 
Federal  fiscal  year  which  corresponded  most  closely  to  the  academic  year  was  used. 

CPI  -  Academic  year  consumer  price  indices  were  constructed  from  momhly  data  obtained  from 
the  US  Bureau  of  Labor  Statistics. 
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Public  Two-^ear  -  Control  was  reported  as  public.  Institution  type  was  reported  ^  ^°jy^^;^^^^ 
Ztv^hT^ch  of  a  multi-campus  university,  or  two-year  branch  of  other  four-year  multi 

the  timc-scrics  mcxid). 


same  as  Public-Two-Year  above. 


Private  Four-Year-  Control  was  reported  as  private.  Institution       is  the  same  as  Public 
loJ^-Year  above.  NCES  code  is  the  same  as  PubUc-Two-Year  above. 
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APPENDIX  B 

Complete  Results  of  the  Cross-Section  Model  Estimation 


EXHIBIT  B-1 


Private  Four-Year  Schools 
Cross-Section  Model 


Model  Summary 

Model  variables  37 

Endogenous  ^ 

Exogenous  ^1 

Parameters 

Instruments 

Number  of  statements  7 


2SLS  Estimation  Summary 

Number  of  observations  638 
Parameters  estimated  72 

Minimization  summary 

Method  Gauss 

Iterations  ^ 

Estimation  time  7.127 


Final  convergence 


criteria 


R  ° 

PPC  6.1757E-13 

RPC(D18)  55966 

Object  0.75691 

Trace (s)  10.31468103 

Objective  0.4751452564 

Objective*N  303.14 


2SLS  Summary  of  Residual  Errors 


EQUATION 

E&G  Expenditures  (1975/76  to  1980/81) 
Net  Tuition  Revenue  (1975/76  to  1980/81 
State  Appropriations  (1975/76  to  1980/81) 
E&G  Expenditures  (1980/81  to  1985/86) 
Net  Tuition  Revenue  (1980/81  to  1985/86) 
State  ADpropriations  (1980/81  to  1985/86) 


DF  DF 
MODEL  ERROR 


12 
13 
11 
12 
13 
11 


626 
625 


626 
625 


SSE 


12.72 
14.42 
627  3884.25 
12.33 
17.11 
2526.32 


MSE    ROOT  MSE    R- SQUARE 


0.0203 
0.0231 
6.1950 
0.0197 
0.0274 
4.0292 


0.1426 
0.1519 
2.4890 
0.1404 
0.1655 
2.0073 


0.3445 
0.1406 
0.1374 
0.2613 
-0.1560 
0.0427 
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EXHIBIT  B-1  (continued) 


Private  Four-Year  Schools 
Cross -Section  Model 


2SLS  Parameter  Estimates 


Dependent  Variable:     E&G  Expenditures  (1975/76  to  1980/81) 


Independent  Variables 

Estimate 

Std 

.  Error 

t-ratio  Siz 

Level 

Net  Tuition  Revenue 

0. 

0796 

0. 

1033 

0. 

11 

0. 

44 

State  Appropriations 

-0. 

0025 

0, 

0090 

-0, 

28 

0. 

78 

Federal  Appropriations 

0. 

0022 

0. 

0020 

1, 

11 

0. 

27 

Fed.  Grants  &  Contracts 

0, 

0044 

0. 

0017 

2, 

51 

0. 

01 

Local  Appropriations 

0. 

0053 

0. 

0094 

0 

56 

0. 

57 

State&Loc  Grants&Contracts 

0. 

0025 

0, 

0022 

1 

13 

0 

26 

Private  Revenue 

0. 

0146 

0, 

0045 

3 

27 

0 

00 

Increased  Resources 

-0. 

0003 

0. 

0034 

-0 

10 

0 

92 

Endowment  Market  Value 

0, 

0084 

0 

0034 

2 

50 

0 

01 

FTE 

-0. 

4135 

0 

0373 

-11 

08 

0 

00 

Faculty  Salary  Bill 

-0 

0027 

0 

0020 

-1 

36 

0 

17 

University-1 

0 

0247 

0 

0250 

0 

99 

0 

32 

t  Variable:     Net  Tuition  Revenue 

(1975/76 

to 

1980/81) 

Independent  Variables 

Estimate 

Std 

.  Error 

t-ratio  Sis 

Level 

E&G  Expenditures 

0 

4748 

0 

0625 

7 

59 

0 

00 

State  Appropriations 

0 

0070 

0 

0098 

0 

71 

0 

48 

Federal  Appropriations 

-0 

0049 

0 

0021 

-2 

37 

0 

02 

Fed.  Grants  &  Contracts 

-0 

0038 

0 

0019 

-2 

06 

0 

04 

Local  Appropriations 

-0 

0014 

0 

0100 

-0 

14 

0 

89 

State&Loc  Grants&Contracts 

-0 

0007 

0 

0024 

-0 

.32 

0 

75 

Private  Revenue 

-0 

.0114 

0 

0049 

-2 

.31 

0 

02 

Increased  Resources 

0 

.0028 

0 

0037 

0 

.75 

0 

45 

Endowment  Market  Value 

0 

.0026 

0 

.0035 

0 

.75 

0 

45 

t  Variable:     Net  Tuition  Revenue 

(1975/76 

to 

1980/81) (continued) 

Open  Admission«l 

-0 

,0651 

0 

.0410 

-1 

.59 

0 

.11 

Selective  Admission-l 

-0 

.0536 

0 

.0115 

-4 

.65 

0 

.00 

Tuition  at  Similar  School 

0 

.3739 

0 

,2158 

1 

.73 

0 

.08 

University«l 

0 

.0916 

0 

.0255 

•3 

.59 

0 

.00 

EXHIBIT  B-1  Ccontlnued) 


Private  Four-Year  Schools 
Cross-Section  Hodel 


V„i.bU:    S««  „ia.io„s  C1975/76  Co  1580/81) 


Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Endowment  Market  Value 
FTE 

State  per  capita  income 
%  College  Age  Population 
%  College  Grads  in  Pop. 

University-1 


f.figimate 
0.0928 
-0.0165 
-0.0020 
-0.1827 
-0.0198 
-0.0278 
-0.2164 
5.6526 
-5.4840 
0.8435 
0.3430 


0.0303 

0.0302 

r .1638 

0 . 0240 

0.0776 

0.0488 

0.4949 

1.9078 

3.3316 

1.7821 

0.4147 


I,.p.nd.nc  variable:    E«  Expenditures  (1980/81  to  1985/86) 


Net  Tuition  Revenue 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 

State&Loc  GrantsWontracts 

Private  Revenue 

Increased  Resources 

Endowment  Market  Value 

FTE 

Faculty  Salary  Bill 
University-1 


^«^r^mate 
0.6507 
0.0391 
0.0011 
0.0026 
0.0056 
0.0066 
0.0256 
-0.0077 
0.0080 
-0.2768 
0.1951 
-0.0691 


Qr^,  Rrror 
0.0366 
0.0138 
0.0027 
0.0020 
0.0120 
0.0017 
0.0063 
0 . 0049 
0.0051 
0.0337 
0.0311 
0.0236 


^-ratio 

<Jig  Level 

3.06 

0.00 

-0.55 

0.58 

-0.01 

0.99 

-7.61 

0.00 

-0,26 

0.80 

-0.57 

0.57 

-0.44 

0.66 

2.96 

0.00 

-1.65 

0.10 

0.47 

0.64 

0.83 

0.41 

^-ratio 

<fis  Level 

17.78 

0.00 

2.84 

0.00 

0.41 

0.68 

1.31 

0.19 

0.46 

0.64 

3.88 

0.00 

4.05 

0.00 

-1.60 

0.11 

1.55 

0.12 

-8.21 

0.00 

6.27 

0.00 

-2.92 

0.00 

EXHIBIT  B-1  (continued) 


Private  Four -Year  Schools 
Cross-Section  Model 


Dependent  Variable:    Net  Tuition  Revenue  (1980/81  to  1985/86) 


TndependifTl^  Variables 
£&G  Expenditures 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
Open  Adaission-1 
Selective  Admission-1 
Tuition  at  Similar  School 
University-1 

Dependent  Variable:     State  Appropriations  (1980/81  to  1985/86) 


Estimate 

Std.  Error 

t-ratio 

Si  If  Level 

0.5369 

0.0576 

9.32 

0.00 

-0.0490 

0.0179 

-2.73 

0.01 

0.0030 

0.0033 

0.91 

0.37 

0.0002 

0.0024 

0.07 

0.95 

-0.0065 

0.0142 

-0.46 

0.65 

-0.0043 

0.0021 

-2.06 

0.04 

-0.0267 

0.0077 

-3.47 

0.00 

0.0058 

0.0057 

•1.01 

0.31 

-0.0029 

0.0061 

-0.47 

0.64 

0.0813 

0.0450 

1.81 

0.07 

0.0369 

0.0168 

2.20 

0.03 

0.8031 

0.0850 

9.45 

0.00 

0.0368 

0.0287 

1.28 

0.20 

Independent  Variables  Estimate 

Federal  Appropriations  0.0827 

Fed.  Grants  &  Contracts  0.0051 

Local  Appropriations  -0.1631 

State&Loc  Grants&Contracts  -0.0690 

Private  Revenue  0.0331 

Endowment  Market  Value  -0.0149 

PTE  0.2369 

State  per  capita  income  1.1747 

%  College  Age  Population  2.6118 

%  College  Grads  in  Pop.  -0.8193 

University-1  0.1896 


EX7580 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 


Std.  Error 
0.0344 
0.0288 
0.1691 
0.0206 
0.0909 
0.0510 
0.4433 
1.0105 
1.1452 
1.7406 
0.3353 


COVARIANCE  OF  RESIDUALS 


EX7580 

0.02033 
..0044133 
.00876886 
-.0026081 
.00314831 
- .0042062 


NTR7580 

..0044133 
0.02308 
-0.03761 
.00132925 
..0038354 
-8.84E-05 


SA7580 

.00876886 
-0.03761 
6.19498 
0.05276 
-0.06636 
-1.16037 


EX8085 

-.0026081 
.00132925 
0.05276 
0.01970 
-0.01968 
-0.14532 


t-ratio 
2.40 
0.18 

-0.96 

-3.36 
0.36 

-0.29 
0.53 
1.16 
2.28 

-0.47 
0.57 


Sig  Level 
0.02 
0.86 
0.34 
0.00 
0.72 
0.77 
0.59 
0.25 
0.02 
0.64 
0.57 


NTR8085 

,00314831 
.  .0038354 
-0.06636 
-0.01968 
0.02738 
0.17955 


SA8085 

- .0042062 
.8.84E-05 
-1.16037 
-0.14532 
0.17955 
4.02922 
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EXHIBIT  B-1  (continued) 


Private  Four-Year  Schools 
Cross -Section  Model 


CORRS 

EX7580 

NTRVSSO 

SA7580 

EX8085 

NTR8085 

SA8085 


EX7580 

1.0000 
-0.2038 

0 . 0247 
-0.1303 

0.1335 
-0.0147 


COREEIATION  OF  RESIDUALS 
NTR7580  SA7580  EX8085 


-0.2038 
1.0000 

-0.0995 
0.0623 

-0.1526 

-0.0003 


0.0247 
■0.0995 
1.0000 
0.1510 
-0.1611 
-0.2323 


-0.1303 
0.0623 
0.1510 
1.0000 
-0.8474 
-0.5157 


NTR8085 

0.1335 
-0.1526 
-0.1611 
-0.8474 
1.0000 
0.5406 


SA8085 

-0.0147 
-0.0003 
-0.2323 
-0.5157 
0.5406 
1.0000 


EX7580 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 


E&G  expenditures  (1975/76  to  1980/81) 
Net  Tuition  Revenue  (1975/76  to  1980/81 
State  Appropri^^tions  C1975/76  to  1980/81) 
E&G  Expenditures  (1980/81  to  1985/86) 
Net  Tuition  Revenue  (10«0/81  to  1^85/8b) 
,  State  Appropriations  (1980/81  to  1985/86) 
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EXHIBIT  B-2 


Public  Four-Year  Schools 
Cross-Section  Model 


MODEL  SUMMARY 


MODEL  VARIABLES  37 

ENDOGENOUS  6 

EXOGENOUS  31 

PARAMETERS  76 

INSTRUMENTS  31 

NUMBER  OF  STATEMENTS  6 


2SLS  ESTIMATION  SUMMARY 

NUMBER  OF  OBSERVATIONS  328 
PARAMETERS  ESTIMATED  72 

MINIMIZATION  SUMMARY 
METHOD  GAUSS 
ITERATIONS  1 
ESTIMATION  TIME  3,755 

FINAL  CONVERGENCE  CRITERIA 

R  0 

PPC  1.8656E-13 

RPC(H21)  20430 

OBJECT  0.75052 

TRACE(S)  2.091457849 

OBJECTIVE  0 . 1847330609 

OBJECTIVE*N  60 . 59244 


EXHIBIT  B-2  (continue'l) 


Public  Four-Year  Schools 
Cross -Section  Model 


2SLS  SUMMARY  OF  RESIDUAL  ERRORS 


DF  DF 
MODEL  ERROR 

EQUATION 

E&G  Expenditures  (1975/76  to  1980/81) 
Net  Tuition  Revenue  (1975/76  to  1980/81) 
State  Appropriations  (1975/76  to  1980/81) 
E&G  Expenditures  (1980/81  to  1985/86) 
Net  Tuition  Revenue  (1980/81  to  1985/86) 
sSte  Appropriations  (1980/81  to  1985/86) 

2SLS  PARAMETER  ESTIMATES 


12 
13 
11 
12 
13 
11 


316 
315 
317 
316 
315 
317 


SSE 

5.12 
36.03 
286.85 
7.80 
33.15 
293.56 


MSB    ROOT  MSE    R- SQUARE 


Dependent 

Variable: 


E&G  Expenditures  (1975/76  to  1980/81) 


7,jidftpend^T'^  Variables 
Ket  Tuition  Revenue 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
FTE 

Faculty  Salary  Bill 
Universi.ty-1 


-0,0901 

0.0296 
0.0063 
0.0290 
0.0115 
0.0058 
0.0025 
0.0068 
0.0030 
-0.6885 
.0,0045 
0.0485 


gtd_ 


_  Error 
0.0641 
0,0245 
0.0025 
0,0053 
0.0054 
0.0022 
0.0031 
0,0034 
0.0033 
0.0504 
0.0034 
0.0180 


0.0162 
0.1144 
0.9049 
0.0247 
0.1053 
0.9261 


0.1272 
0.3382 
0.9513 
0.1571 
0.3244 
0.9623 


0.4586 
0.0369 
0.1199 
.0.2051 
0.1556 
0.1397 


r.-vatio 

Level 

-1.41 

0.16 

1.21 

0.23 

2.49 

0.01 

5.49 

0.00 

2.12 

0.03 

2.63 

0.01 

0.82 

0.41 

2.00 

0.05 

0.91 

0.36 

-13.67 

0.00 

-1.33 

0.19 

2.69 

0.01 

0.p.„.e„.  variable:    He.  Tul.ion  Revenue  (1975/76  .o  19S0/81, 


TndftpendP^^  Variables 
E&G  Expenditures 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
Open  Admission-l 
Selective  Admission-:- 


gytiimate 
0.1636 
0.0786 
0.0075 
0.0082 
-0.0028 
0.0033 
0.0051 
0.0071 
0.0111 
-0.2076 
0.0227 


<^rf\^  Error 
0.1671 
0.0633 
0.0067 
0.0146 
0.0149 
0.0060 
0.0083 
0.0090 
0.0086 
0.1719 
0.0437 


r-fatio- 

55 1^  Level 

0.98 

0.33 

1.24 

0.22 

1.12 

0.27 

0.56 

0.57 

-0.19 

0.85 

0.55 

0.58 

0.62 

0.54 

0.78 

0.43 

1.28 

G.20 

-1 . 21 

0.22 

0 . 

u  .  -  ' 
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EXHIBIT  B-2  (continued) 


Public  Four-Year  Schools 
Cross-Section  Model 


Tuition  at  Similar  School  0.6024  0.1413 
University-1  0.0590  0.0517 

Dependent  Variable:     State  Appropriations  (1975/76  to  1980/81) 


4.26 
1.14 


Independent  Variables 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Endowment  Market  Value 
FTE 

State  per  capita  income 
%  College  Age  Population 
%  College  Grads  in  Pop. 

University-1 


Estiiaate 
-0.0498 

0.0170 
-0.1473 
-0.0144 

0.0203 
-0.0095 
-0.7592 
-0.8517 
-1.3742 

0 . 0244 

0.0698 


Std.  Error 
0.0166 
0.0395 
0.0312 
0.0164 
0.0229 
0.0165 
0.3448 
1.0698 
1.8862 
0.8059 
0.1402 


t-ratio 
-3.00 

0.43 
-4.73 
-0.88 

0.89 
-0.57 
-2.20 
-0.80 
-0.73 

0.03 

0.50 


Dependent  Variable: 


Independent  Variables 
Net  Tuition  Revenue 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
FTE 

Faculty  Salary  Bill 
Universityl 

Dependent  Variable:     Net  Tuition  Revenue  (1980/81  to  1985/86) 

Independent  Variables 
E&G  Expenditures 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 


0.00 
0.25 


Si^  Level 
0.00 
0.67 
0.00 
0.38 
0 
0 
0 
0 
0 
0 


38 
57 
03 
43 
47 
98 
0.62 


(1980/81 

to  1985/86) 

Estimate 

Std.  Error 

t-ratio 

Sic  Level 

0.3032 

0.0395 

7.68 

0.00 

0.1029 

0.0301 

3.41 

0.00 

0.0141 

0.0037 

3.76 

0.00 

0.0410 

0.0161 

2.54 

0.01 

0.0163 

0.0092 

1.76 

0.08 

0.0037 

0.0032 

1.16 

0.25 

-0.0016 

0.0043 

-0.37 

0.71 

0.0035 

0.0046 

0.76 

0.45 

-0.0013 

0 . 0045 

-0.30 

0.76 

-0.1915 

0.0755 

-2.54 

0.01 

0.2908 

0 . 0494 

5.89 

0.00 

-0.0027 

0.0237 

-0.11 

0.91 

Estimate 

Std.  Error 

t-ratio 

Siff  Level 

0.7351 

0.1445 

5.09 

0.00 

-0.1347 

0.0644 

-2.09 

0.04 

-0.0356 

0.0073 

-4.86 

0.00 

-0.1120 

0.0305 

-3.67 

0.00 

-0.0308 

0.0189 

-1.63 

0.10 

-0.0018 

0.0067 

-0.27 

0.79 

0.0120 

0.0086 

1.39 

0,17 

0.0029 

0.0095 

0.31 

0.76 
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EXHIBIT  B-2  (continued) 


Public  ?our-Ye*r  Schools 
Cross -Section  Model 


Endovment  Market  Value 
Open  Admission-l 
Selective  Admission-1 
Tuition  at  Similar  School 
University-1 


0.0066 
0.5100 
0.0386 
0.8838 
0.0324 


0.0092 
0.1657 
0.0440 
0.1368 
0.0495 


Dependent  Variable:     State  Appropriations  (1980/81  to  1985/86) 


Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Endowment  Market  Value 
•FTE 

State  per  capita  income 
%  College  Age  Population 
%  College  Grads  in  Pop. 

University-1 


Ksttlmate 
-0.0485 
0.0568 
-0.2252 
-0.0032 
0.0052 
-0.0039 
-0.6415 
0.6068 
-0.7056 
-2.0634 
-0.0094 


^X-A-  Error 
0.0196 
0.0914 
0.0373 
0.0198 
0.0259 
0.0223 
0.4308 
0.6149 
0.7419 
1.1032 
0.1514 


0.71 
3.08 
0.88 
6.46 
0.65 


t:-ratio 
-2.47 

0.62 
-6.04 
-0.16 

0.20 
-0.17 
-1.49 

0.99 
-0.95 
-1.87 

-0.06 


0.48 
0.00 
0.38 
0.00 
0.51 


SifT  Level 
0.01 
0.54 
0.00 
0.87 
0.84 
0.86 
0.14 
0.32 
0.34 
0.06 
0.95 


EX7580 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 


EX7580 

0.01619 
0.01058 
-.0097394 
-.0057891 
0.0049529 
0.02009 


COVARIANCE  OF  RESIDUALS 
NTR7580  SA7580  EX8085 


0.01058 
0.11437 
-0.05134 
0.0038822 
-0.03010 
0.03942 


.0097394 
-0.05134 
0.90490 
0.07084 
-0.08435 
-0.82263 


-.0057891 
0.0038822 
0.07084 
0.02469 
-0.03781 
-0.06643 


NTR8085 

0.0049529 
-0.03010 
-0.08435 
-0.03781 
0.10525 
0.07378 


SA8085 

0.02009 
0.03942 
-0.82263 
-0.06643 
0.07378 
0.92606 
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EXHIBIT  B-2  (continued) 


Public  Four-Year  Schools 
Cross -Section  Hodel 


CORilElATION  OF  RESIDUALS 


CORRS 

EX7580 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 

EX7580 

1.0000 

0.2458 

-0.0805 

-0.2896 

0.1200 

0.1641 

NTR7580 

0.2458 

1.0000 

-0.1596 

0.0731 

-0.2744 

0.1211 

SA7580 

-0.0805 

-0.1596 

1.0000 

0.4739 

-0.2733 

-0.8986 

EX8085 

-0.2896 

0.0731 

0.4739 

1.0000 

-0.7417 

-0.4394 

NTR8085 

0.1200 

-0.2744 

-0.2733 

-0.7417 

1.0000 

0.2363 

SA8085 

0.1641 

0.1211 

-0.8986 

-0.4394 

0.2363 

1.0000 

EX7580    -  E6eG  expenditures  (1975/76  to  1980/81) 
NTR7580  -  Net  Tuition  Revenue  (1975/76  to  1980/81) 
SA7580    -  State  Appropriations  (1975/76  to  1980/81) 
EX8085    -  E&G  Expenditures  (1980/81  to  1985/86) 
NTR8085  -  Net  Tuition  Revenue  (1980/81  to  1985/86) 
SA8085    -  State  Appropriations  (1980/81  to  1985/86) 
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EXHIBIT  B-3 


Public  Two-Year  Schools 
Cross --Sect  ion  Hodel 


MODEL  SUMMARY 

MODEL  VARIABLES 

ENDOGENOUS 

EXOGENOUS 
PARAMETERS 
INSTRUMENTS 

NUMBER  OF  STATEMENTS 


36 
6 
30 
70 
30 


2SLS  ESTIMATION  SUMMARY 

NUMBER  OF  OBSERVATIONS  550 
PARAMETERS  ESTIMATED  66 


MINIMIZATION  SUMMARY 
METHOD  GAUSS 
ITERATIONS 

ESTIMATION  TIME  6.410 
FINAL  CONVERGENCE  CRITERIA 


R 

PPC 

RPC(D18) 

OBJECT 

TRACE(S) 

OBJECTIVE 

OBJECTIVE*N 


2.1013E-13 
18997 
0.63025 
2.652038844 
0.2684760864 
147.66 


Exhibit  B-3  (continued) 


Public  Two-Year  Schools 
Cross-Section  Model 


2SLS  SUMMARY  OF  RESIDUAL  ERRORS 


EQUATION 


DF  DF 
MODEL  ERROR 


E&G  Expenditures  (1975/76  to  1980/81) 
Net  Tuition  Revenue  (1975/76  to  1980/81) 
State  Appropriations  (1975/76  to  1980/81) 
E&G  Expenditures  (1980/81  to  1985/86) 
Net  Tuition  Revenue  (1980/81  to  1985/86) 
State  Appropriations  (1980/81  to  1985/86) 


11 
12 
10 
11 
12 
10 


539 
538 
540 
539 
538 
540 


SSE 

32.69 
94.23 

731.59 
21.64 
63.61 

487.65 


MSE    ROOT  MSE    R- SQUARE 


0.0607 
0.1751 
1.3548 
0.0401 
0.1182 
0.9031 


0.2463 
0.4185 
1.1640 
0.2004 
0.3439 
0.9503 


0.0387 
0.0167 
0.0781 
-0.0379 
0.0953 
0.0760 


2SLS  PARAMETER  ESTIMATES 


Dependent  Variable:     E&G  Expenditures  (1975/76  to  1980/81) 


Independent  Variables 
Net  Tuition  Revenue 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
PTE 

Faculty  Salary  Bill 


Estimate 

Std.  Error 

t-ratio 

Si2  Level 

-0.3102 

0.1319 

-2.35 

0.02 

0.0844 

0.0299 

2.82 

0.00 

0,0025 

0,0025 

0.99 

0.32 

0,0089 

0,0034 

2.66 

0.01 

-0,0008 

0.0067 

-0.12 

0.90 

0,0038 

0,0025 

1,54 

0..  12 

0,0029 

0,0028 

1,04 

0.30 

0,0009 

0,0059 

0,15 

0.88 

-0,0052 

0.0061 

-0.84 

0,40 

-0.6920 

0.0682 

-10.15 

0.00 

-0.0005 

0.0017 

-0.28 

0.78 

Dependent:  Variable:     Net  Tuition  Revenue  (1975/76  to  1980/81) 


Indet)endent  Variables 
E&G  Expenditures 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 


Estimate 

Std.  Error 

t-ratio 

Sie  Level 

0.4662 

0.1082 

4.31 

0.00 

-0.1273 

0.0525 

-2.43 

0.02 

0.0016 

0.0042 

0.39 

0.70 

0.0015 

0.0056 

0.28 

0.78 

0.0139 

0.0113 

1.23 

0.22 

-0.0042 

0.0042 

-0.99 

0.32 

0.0021 

0.0047 

0.44 

0.66 
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EXRIBIT  B-3  (continued) 


Public  Tvo-Year  Schools 
Cross -Section  Model 


0  0024  0.0100  -0.24  O.Sl 

Increased  Resources                    nmn?  0  0101  -1-01  0.31 

Endowment  Market  value             -0.0102  O.OlOi  ^^^^^  ^ 

Open  Admission-1                         n0029  0  2982  0.01  0.99 

Selective  Admission-l                 0.0029  O.ZVB  ^  ^ 

Tuition  at  Similar  School         0.5360  u.i/z^» 


Dependent  Variable:     State  Appropriations  (1975/76  to  1980/81) 


Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Endowment  Market  Value 
PTE 

State  per  capita  income 
%  College  Age  Population 
%  College  Grads  in  Pop. 


^ftiimate 
0.0027 

.0.0090 
0.1332 

-0.0243 
0.0153 
0.0057 

-0.0771 
1.9188 

-1.5501 

-0.7408 


<;t^A.  Error 
0.0121 
0.0156 
0.0248 
0.0110 
0.0131 
0.0208 
0.1915 
1.1384 
1.8600 
0.8197 


t-ratio 
0.22 
-0.58 
5.37 
-2.20 
1.17 
0.27 
-0.40 
1.69 
-0.83 
-0.90 


g^ip;  Level 
0.82 
0.56 
0 
0 
0 
0 
0 


00 
03 
24 
79 
69 


0.09 
0.41 
0.37 


Dependent  Variable:     E&G  Expenditures  (1980/81 


•[ndependA^i;'  Variables 
Net  Tuition  Revenue 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
FTE 

Faculty  Salary  Bill 


ggtimate 
0.4116 
0.1214 
0.0065 
0.0051 
-0.0053 


0057 
0008 
.0075 
.0070 
.0407 
.3551 


to  1985/86) 

<;i;ri.  Error 
0.0384 
0.0273 
0.0025 
0.0032 
0 . 0044 
0.0023 
0.0023 
0.0046 
0 . 0044 
'  0.0500 
0.0353 


t;-,--^atxo 
10.72 

4.45 
2.59 
1.58 

-1.19 
2.53 

-0.36 
1.63 
1.57 

-0.81 

10.07 


g^^fr  Level 
0.00 
0.00 
0.01 
0.11 
0.24 
0.01 
0.72 
0.10 
0.12 
0.42 
0.00 
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EXHIBIT  B-3  (continued) 


Public  Two-Year  Schools 
Cross-Section  Hodel 


Dependent  Variable:    Net  Tuition  Revenue  (1980/81  to  1985/86) 


Independent  Variables 
E&G  Expenditures 
State  Appropriations 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Increased  Resources 
Endowment  Market  Value 
Open  Admission— 1 
Selective  Admission-l 
Tuition  at  Similar  School 


Estimate 

55  td.  Error 

t-ratio 

Sifr  Level 

0.9031 

0.0975 

9.26 

0,00 

-0.0403 

0.0466 

-0.86 

0.39 

-0.0106 

0 . 0043 

-2.46 

0.01 

0.0052 

0.0056 

0.92 

0.36 

0.0130 

0.0076 

1.72 

0.09 

0.0007 

0.0039 

0.17 

0.86 

-0.0040 

0.0039 

-1.03 

0.30 

-0.0015 

0.0079 

-0.19 

0.85 

-0.0044 

0.0076 

-0.58 

0.56 

0.0907 

0.0278 

3.26 

0.00 

0.0627 

0.2446 

0.26 

0.80 

0.1310 

0,1563 

0.84 

0.40 

Dependent  Variable:     State  Appropriations  (1980/81  to  1985/86) 

Independent  Variables 
Federal  Appropriations 
Fed.  Grants  &  Contracts 
Local  Appropriations 
State&Loc  Grants&Contracts 
Private  Revenue 
Endowment  Market  Value 
FTE 

State  per  capita  income 

%  College  Age  Population 
%  College  Grads  in  Pop. 


Estimate 

Std.  Error 

t-ratio 

Sic  Level 

-0.0057 

0.0117 

-0.49 

0.62 

-0.0236 

0.0148 

-1.60 

0.11 

0.0279 

0.0206 

1.35 

0.18 

-0.0285 

0.0101 

-2.83 

0.00 

0.0171 

0.0107 

1.61 

0.11 

-0.0404 

0.0147 

-2.74 

0.01 

-0.8198 

0.1997 

-4.11 

0.00 

0.4525 

0.4953 

0.91 

0.36 

-1.0294 

0.4829 

-2.13 

0.03 

-0.2282 

0.8186 

-0.28 

0.78 

EX758U 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 


EX7580 

0.06066 
0.04243 

-0.06257 
,00039486 

-0.01153 
0.03112 


COVARIANCE  OF  RESIDUALS 

NTR7580  SA7580  EX8085 


0.04243 
0.17514 
0.11317 
0.01329 
-0.03401 
-0.03067 


-0.06257 
0.11317 
1.35480 
0.03140 
.00798916 

-0.32863 


.00039486 
0.01329 
0.03140 
0.04014 
-0.05140 
-0.07141 


NTR8085 

-0.01153 
-0.03401 
.00798916 
-0.05140 
0.11824 
-0.01754 


SA8085 

0.03112 
-0.03067 
-0.32868 
-0.07141 
-0.01754 

0.90305 
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EXHIBIT  B-3  (continued) 


Public  Two-Year  Schools 
Cross -Section  Model 


CORRS 

EX7580 

NTR7580 

SA7580 

EX8085 

NTR8085 

SA8085 


EX7580 


0000 
4117 
,2183 
,0080 
.1362 


COREEIATION  OF  RESIDUALS 
NTR7580  SA7580  EX8085 


0.1330 


0.4117 
1.0000 
0.2323 
0.1585 
-0.2364 
-0.0771 


•0.2183 
0.2323 
1.0000 
0 . 1347 
0.0200 

-0.2972 


0.0080 
0.1585 
0.1347 
1.0000 
-0.7461 
-0.3751 


NTR8085 

-0.1362 
-0.2364 

0.0200 
-0.7461 

1.0000 
-0.0537 


SA8085 

0.1330 
•0.0771 
-0.2972 
-0.3751 
-0.0537 

1.0000 


EX7580    -  E&G  expenditures  (1975/76  to  1980/81) 
NTR7580  -  Net  Tuition  Revenue  (1975/76  to  1980/81 
SA7580    -  State  Appropriations  (1975/76  to  1980/81) 
EX8085    -  E&G  Expenditures  (1980/81  to  1985/86) 
NTR8085  -  Net  Tuition  Revenue  (1980/81  to  1985/86) 
SA8085    -  State  Appropriations  (1980/81  to  1985/86) 


APPENDIX  C 
Complete  Results  of  the  Time-Series  Model  Estimation 


EXHIBIT  C-1 


Private  Four-Year  Schools 
Time -Series  Model 


Dependent  variable:    E&G  Expenditures 

jpHppftTident  Variables 
Intercept 

Net  Tuition  Revenue 
State  &  Local  Approp. 
Federal  Appropriations 
FTE 

Degrees  of  freedom:  13 


F^rimate 
6.2649 
0.6413 
-0.1895 
0.2043 
-0.3342 


fir  A.  Error 
1.9779 
0.2839 
0.1338 
0.1238 
0.2944 


^- ratio 
3.17 
2.26 

-1.42 
1.65 

-1.14 


gig  Level 
0.01 
0.04 
0.18 
0.12 
0.28 


Dependent  variable:    Net  Tuition  Revenue 


Tnrtftp?Ti«^m  Variables 

Intercept 

Net  Tuition  Revenue  (lagged)  0.9546 

E&G  Expenditures  0.2844 

State  &  Local  Approp.  -0.0299 

Degrees  of  freedom:  14 


Estimate    srd.  Error 
2.9379 


0.0595 
0.3466 
0.0395 


r.- ratio 
-0.70 
16.05 
0.82 
-0.76 


<;iff  Level 
0.49 
0.00 
0.43 
0.46 


Dependent  variable:     State  &  Local  Appropriations 


Estimate  Error 
11.3230  4.8533 


TndependPTit:  Variables 
Intercept 

State  &  Local  App.  (lagged)  -0.0977 
GNP  2-2571 
FTE  -3.1944 

Degrees  of  freedom:  14 

Notes: 

This  model  converged  in  eighteen  iterations. 

Significance  levels  are  based  on  two-tailed  tests 

The  estimated  autocorrelation  parameters  are: 
0.8727  for  E&G  Expenditures; 
0.3381  for  Net  Tuition  Revenue;  and^ 
0.5093  for  State  &  Local  Appropriations. 


0.2702 
0.8308 
1.1973 


t- ratio 
2.33 

-0.36 
2.72 

-2.67 


Level 
0.04 
0.72 
0.02 
0.02 
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EXHIBIT  C-2  (continued) 


Public  Four-Year  Schools 
Time-Series  Model 


Dependent  variable:     E&G  Expenditures 


TndependAnr.  Variables 
Intercept 

Net  Tuition  Revenue 
State  &  Local  Approp. 
Federal  Appropriations 
PTE 


Estimate 
5.4672 
0.1861 
0 . 3434 
0.0576 
-0.1310 


Std.  Error 
0.6989 
0.0988 
0 . 1264 
0.0859 
0.0601 


t-ratio 
7.82 
1.88 
2.72 
0.67 
-2.18 


Sig  Level 
0.00 
0.08 
0.02 
0.51 
0.05 


Degrees  of  freedom:  13 


Dependent  variable:    Net  Tuition  Revenue 

Tndenendent  Variables              Estimate     ?td,   ETTOIT  gig  Level 

Intercept                                  -4.2924  4.0947  -1.05  0.31 

Net  Tuition  Revenue  (lagged)     0.9841  0.1336  7.37              0  00 

E&G  Expenditures                        0.8326  0.5928  1.40  0.18 

State  &  Local  Approp.               -0.3585  0.2606  -1.38  0.19 

Degrees  of  freedom:  14 


Dependent  variable:     State  &  Local  Appropriations 

TT^dfiT^endent  Variables  Estimate  gW.  ElTTor  t-yatio  S;g  Level 

Intercept  3.2874  1.0059  3.27  0.01 

State  &  Local  App.  (lagged)  0.3680  0.1644  2.24  0.04 
GNP 


FTE 

Degrees  of  freedom:  14 


0.6383  0.1386  4.61  0.00 

.0.3761  0.1246  -3.02  0.01 


Notes : 

This  model  converged  in  eight  iterations. 

Significance  levels  are  based  on  two- tailed  tests. 

The  estimated  autocorrelation  parameters  are: 
-0.4248  for  E&G  Expenditures; 
-0.3624  for  Net  Tuition  Revenue;  and 
0.4914  for  State  &  Local  Appropriations. 
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EXHIBIT  C-3  (continued) 


Public  Two-Year  Schools 
Time-Series  Model 


Dependent  variable:    E&G  Expenditures 

Jndepcnd^T^t  Variables 
Intercept 

Net  Tuition  Revenue 
State  &  Local  Approp. 
Federal  Appropriations 
FTE 

Degrees  of  freedom:  13 


F.sttmate 
-5.2521 
0.5421 
0.9498 
0.0127 
0.2954 


^rA.  Error 
2.4553 
0.3700 
0.3659 
0.0523 
0.0673 


t-ratio 
-2.14 
1.46 
2.60 
0.24 
4.39 


<;i  g  Level 
0.05 
0.17 
0.02 
0.81 
0.00 


Dependent  variable:    Net  Tuition  Revenue 


Independent  Variables 
Intercept 

Net  Tuition  Rev.  (lagged) 
E&G  Expenditures 
State  &  Local  Approp. 

Degrees  of  freedom:  14 


Estimate    gtrd,  Error 
7.6024  3.1276 


-0.4456 
0.6511 
-0.4423 


0.3227 
0.2495 
0.2682 


t-ratio 
2.43 
-1.38 
2.61 
-1.65 


Sitr  Level 
0.03 
0.19 
0.02 
0.12 


0.0892 
0.1915 
0.0544 


Dependent  variable:     State  &  Local  Appropriations 

T^HPPAndent  Variables  Egt;XTn?t?     St^,  ElTor 

Intercept  -2.2228  1.7537 

State  &  Local  App.    (lagged)  0.8278 
GNP 

PTE  -0.3416 
Degrees  of  freedom:  14 

Notes: 

This  model  converged  in  ten  iterations. 

Significance  levels  are  based  on  two- tailed  tests. 

The  estimated  autocorrelation  parameters  are: 
0.4517  for  E&G  Expenditures; 
0.7200  for  Net  Tuition  Revenue;  and 
-0.4081  for  State  &  Local  Appropriations. 


tt-ratio 
-1.27 
9.28 
3.98 
-6.27 


0.23 
0.00 
0.00 
0.00 
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